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'¢4 A LL who are in favor of a 
‘New Deal’ will say aye.” 
The roar of ayes last No- 
vember resounded from coast to coast. 
But while this question was being put 
to the people from many platforms 
during the preélection period, the 
legislature of Alabama was writing 
its own answer in so far as the ques- 
tion involved the relations between 
the light and power, gas, and water 
companies and the holding companies 
which own the control of these oper- 
ating utilities and undertake, gener- 
ally from remote distances, to manage 
their affairs. 
The statute referred to, known in 
Alabama legislative archives as the 


Harrison Bill, came at the time when 
Mr. Insull and his doings in the util- 
ity holding company field were still 
front-page stuff. People everywhere 
were looking about for some type of 
lock to put on the stable door, par- 
ticularly of those stables from which 
the horse had already been stolen. 
Locking the door after the horse is 
stolen has long been recognized as a 
futile effort so far as restoring the 
horse is concerned, but the Alabama 
legislature thought there might be oth- 
er stables and other horses, and that 
perhaps the future might not be with- 
out other gentlemen so fond of horses 
as to take them without license; con- 
sequently it was considered worth 
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while, at least, to try a new fastening 
on the stable door. 


i at the time it did, the Har- 
rison Bill attracted widespread 
interest. 
this field of thought and work, who 
are trying to find a way to prevent 
tremendous loss to investors and in- 
calculable injury to the operating util- 
ities, have been asking for copies of 
this new Alabama statute. 

The Harrison Bill is not a mere 
school-boy effort to solve a problem 
which he had “read about in the pa- 
pers” (as Will Rogers would say) or 
which he had heard some college pro- 
fessors or lawyers discuss in long 
words and learned phrases. The peo- 
ple of Alabama had left the stable 
door unlocked and the horse had been 
stolen, and the Harrison Bill is an ef- 
fort to prevent the happening again 
of this sort of thing. 

One of the utility companies which 
operates in Alabama and renders a 
necessary service to a large part of its 
people, was owned and controlled by 
one of these remote holding compa- 
nies—that is, the holding company 
owned the common stock of the oper- 
ating utility which gave the holding 
company, of course, entire control of 
the affairs of the Alabama utility. 
The utility in 1929 was in a reason- 
ably sound financial and operating 
condition. It had regularly been pay- 
ing the interest on its outstanding 
bonds, dividends on its preferred 
stock, with sufficient surplus remain- 
ing to maintain its credit, keep it in 
position to buy what it needed at ad- 
vantageous prices, and to meet its ob- 
ligations to make extensions to serve 
new customers when occasion arose. 


Since November, leaders in - 


Then came the depression. The 
utility’s customers who used its serv- 
ice in shops, mills, and factories had 
less demand for the service because 
their business was being lost. This 
kept on until men with ordinary pru- 
dence and judgment knew the time 
had come when, if any business of 
either a public or private nature ex- 
pected to be able to carry on, it must 
conserve its cash and diligently pro- 
tect its credit. 

But there was the holding company 
to consider. The holding company 
had control of the operating company. 
The officers in actual charge of the 
operations and business of the utility 
which was rendering service in Ala- 
bama may have had sense enough to 
know, and, assuming that they were 
men of ordinary prudence and judg- 
ment, they did know, that the com- 
mon-sense rules above stated ought to 
be followed. But they didn’t have the 
control. 


| pg the holding company 
itself was having its troubles. 
It had assumed the position and the 
responsibility of parent to help its 
child. It had had the power in pros- 
perous days and had used it, to help 
finance its child. But when the dark 
days came and danger threatened 
everywhere, and the holding company 
was no longer able to help its child 
with money or with credit, the hold- 
ing company forgot its responsibility 
as a parent and proceeded to take for 
itself food which the child had earned 
by its own efforts, and the child was 
left to live if it could on its own great- 
ly reduced food supply, and to weath- 
er the storm as best it could by its own 
efforts. 
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In other words, when the holding 
company’s highly speculative securi- 
ties, which had been issued without 
supervision or regulation and without 
limit as long as the foolish public 
would buy, began to fall like the stick 
of a spent rocket, the owner of the 
holding company needed cash for 
many purposes, including the fool 
purpose of trying to support the mar- 
ket on these speculative issues. Busi- 
ness of its operating utility had lost 
to such an extent there was no longer 
any prospect of earning dividends on 
common stock, so, the parent had to 
look over the child to see what else 
it had that could be taken. 

First, the holding company resort- 
ed to this: 

It executed its note for several 
hundreds of thousands of dollars, sent 
it down to Alabama, and had its child 
endorse the note and discount it at 
the banks on the child’s credit. The 
net proceeds of this note went straight 
up to the holding company and the 
child did not get a penny’s worth of 
anything out of the transaction. 

Next, the holding company ordered 
the utility in Alabama to issue its 
short-term notes, maturing in less 
than two years for over a million dol- 
lars, which the Alabama company 
could do under the law as it was then, 
without bringing the matter before 
the state commission. Over a million 


dollars worth of these notes were is- 
sued, and because the financial condi- 
tion and outlook of the Alabama com- 
pany was good, the parent company 
sold these notes readily in the New 
York market, and took more than one 
half of the proceeds without any bene- 
fit therefrom going to the Alabama 
utility. 

But all this was not enough to sat- 
isfy the parent company’s needs, so 
the operating company was required 
to declare dividends on its common 
stock when such dividends had not 
been earned; in this way several hun- 
dred thousand dollars more went 
straight up to the holding company. 


HEN the first evidence of these 

transactions appeared in the ac- 
counts of the Alabama company and 
thus came to the attention of the pub- 
lic service commission of the state, the 
commission ordered an investigation 
and brought out the facts which have 
been briefly stated above. The inves- 
tigation also developed that the hold- 
ing company had been using the offi- 
cers and employees of the Alabama 
utility in stock-selling campaigns to 
dispose of the securities of the hold- 
ing company. The reader will please 
bear in mind that these holding com- 
pany securities were not subject to 
regulation either by the Federal gov- 
ernment or by the state government, 


e 


“Directors of utility companies should actually perform 
the duties which their title indicates they are performing. 


The Harrison Bill sets out 


a statutory declaration 


of the nature of their duties; it states how they shall be dis- 
charged and it specifies that they must not be relinquished 
or surrendered to some one else.” 
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and as they were listed on some one 
of the leading stock exchanges, they 
were exempt from the Blue Sky laws 
of Alabama, as they would be in prac- 
tically all the other states of the Un- 
ion. ’ 

It begins to appear now that the 
people of the country are waking up 
to the fact that because a security is 
listed on these stock exchanges affords 
no assurance that the security rests 
upon any sound foundation—that it 
is a stock wisely issued or that it has 
any reasonable prospect of paying 
dividends and maintaining the value 
at which it is sold. It appears, fur- 
thermore, that the heads of the New 
York Stock Exchange now realize 
there should be further safeguards to 
the public against such shares.* 


HORTLY after the financial activi- 

ties of this holding company had 
been brought to light by the state com- 
mission, the Alabama legislature met 
in its 1932 special session. While the 
press of Alabama had pretty much 
told the story, the commission felt it 
to be within the scope of its duty to 
bring the facts to the attention of the 
legislature and to recommend remedial 
legislation within the scope of the 
state’s authority. This was done— 
and the Harrison Bill, approved No- 
vember 9, 1932, was enacted. 


I ] span the Harrison Bill a “hold- 
ing company” includes any one 
who owns or controls as much as ten 


1The Associated Press dispatch of Janu- 
ary 12, 1933, stated that Mr. Frank Altschul, 
chairman of the Stock List Committee of the 
New York Stock Exchange, testifying be- 
fore the U. S. Senate Stock Market Investi- 
gating Committee, said that “drastic legisla- 
tion to require independent audits of com- 
panies seeking to sell their securities to the 
public” should be enacted. 


per cent in number or amount of the 
outstanding shares of common stock 
of any utility engaged in any intra- 
state business in Alabama. 

“Common stock” means any and all 
stock, shares, or interest in any such 
utility of such nature that the owner- 
ship or control of a majority thereof 
vests the control and management of 
such utility in the holders or owners 
thereof. 

The scope of the act is broad 
enough to embrace also what are 
termed “affiliated interests” which in- 
clude, among others, every corpora- 
tion or person with which the utility 
has a management or service con- 
tract. 

In Alabama (and usually in the oth- 
er states) the operating utility has a 
board of directors made up of men, 
some of whom live in the state in 
which the utility renders service, and 
others of whom reside in remote 
states, and generally are members al- 
so of the board of directors of the 
holding company. In a few cases, it 
appears that these local directors who 
reside in the state where the utility 
renders service, actually have some 
share in the management and determi- 
nation of the policies of the operating 
company. In Alabama and in some 
of the other states, it appears that the 
local officers (that is, officers who re- 
side in the state where the utility ren- 
ders service) actually have a large au- 
thority, if not entire authority in man- 
aging the utility’s affairs and shaping 
its policies. However, that these in- 
stances are probably exceptions, and 
the general rule is that the actual con- 
trol and management of these utili- 
ties, not merely so far as financing is 
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How the New Statute Restricts the Payment of 
Common Stock Dividends of a Utility: 


“SECTION 6. No utility engaged in intrastate 
business in this state shall pay any dividend upon 


its common stock until: 


“(1) The utility’s earnings and earned surplus are suffi- 
cient to declare and pay same after provision is made for 


reasonable and proper reserves, 


“(2) The dividend then proposed to be paid upon such 
common stock can reasonably be declared and paid with- 
out impairment of the ability of the utility to perform its 
duty to render reasonable and adequate service at reason- 


able rates.” 





concerned but also so far as the deter- 
mination of when and to what extent 
common-stock dividends should be 
declared, generally lies in the holding 
company and its officers and directors, 
who are usually far removed from the 
state where the utility renders service. 
There is reason to believe that when 
the holding company has arranged for 
local resident directors on the board 
of the operating utility, these local di- 
rectors are too often intended for or- 
namental and public relations pur- 
poses, rather than for aiding, by their 
judgment and understanding of local 
conditions, in the actual direction of 
the utility’s affairs. 

It is the view of the Alabama com- 
mission that officers and directors of 
utility companies should actually per- 
form the duties which their title indi- 
cates they are performing. The Har- 
rison Bill sets out, in §§ 3 and 4, a 
statutory declaration of the nature of 
their duties; it states how they shall 
be discharged and it specifies that they 
must not be relinquished or surren- 
dered to some one else. 

Sections 3 and 4 are as follows: 


“Section 3. The officers and directors 


of every corporation, operating as a util- 
ity, shall be deemed to stand in a fiduciary 
relation to the corporation, and shall dis- 
charge the duties of their respective offices 
or positions in good faith and with that 
diligence, care, and skill which ordinarily 
prudent men would exercise under similar 
circumstances and conditions. 

“Section 4. The directors of corpora- 
tions which are utilities engaged in any in- 
trastate business in this state shall not, in 
any manner, delegate, or temporarily or 
permanently relinquish or surrender, their 
duty or obligation.” 


HE act then requires that, within 

thirty days after its approval, 
every Alabama utility should file with 
the commission true and correct state- 
ment of every outstanding agreement 
between it and any holding company 
or management company, substantial- 
ly affecting the financial status or 
credit of the utility or the manage- 
ment or control of the utility by the 
holding company or affiliated inter- 
ests. Thereafter every new agree- 
ment or modification of existing 
agreement of this sort must likewise 
be filed within thirty days after the 
making thereof. The commission is 
given full authority and power to in- 
vestigate any such agreement and if, 
after due notice and hearing, the 
agreement is found to be unjust and 
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unreasonable, the commission is em- 
powered to make and enter such order 
as is just and reasonable, relating 
thereto. 

The value of these provisions is so 


apparent as to make comment unnec-: 


essary. 

The statute also provides, among 
other things: 

(a) That no Alabama utility shall 
permit any of its employees to sell or 
offer for sale the securities of any 
other corporation during such hours 
as the employee is engaged to per- 
form any duty of the utility; nor shall 
any such utility require any employee 
to purchase any of its securities or 
those of any other corporations, or to 
permit deductions from his wages or 
salary of any sum on any purchase or 
contract to purchase any security of 
the utility or of any other corpora- 
tion. 

(b) That no short-term notes shall 
be issued by any utility without ap- 
proval of the commission if the pro- 
posed note issue, together with all 
other outstanding notes, exceeds five 
per centum of the utility’s tangible 
fixed capital as defined in the account- 
ing classification prescribed by the 
commission. 

These provisions are so reasonable, 
practical, and understandable that 
they require no explanation. 


UT now we come to where the act 
begins to hit the holding compa- 
nies where they live. __ 
Sections 6 and 7 of the statute pro- 
vide as follows: 
“Section 6. No utility engaged in in- 
trastate business in this state shall pay any 
dividend upon its common stock until: 


“(1) The utility's earnings and earned 
surplus are sufficient to declare and pay 


same after provision is made for reason- 
able and proper reserves. 

“(2) The dividend then proposed to be 
paid upon such common stock can reason- 
ably be declared and paid without impair- 
ment of the ability of the utility to per- 
form its duty to render reasonable and ade- 
quate service at reasonable rates. 

“If any common-stock dividends are pro- 
posed to be declared and paid other than as 
above provided, the utility shall give the 
commission at least thirty days’ notice in 
writing of its intention to so declare and 
pay such dividends. 

“Section 7. If at any time the commis- 
sion shall find that the capital of any util- 
ity is impaired, the commission may, after 
due notice, investigation, and hearing, is- 
sue an order directing such utility to cease 
paying dividends on its common stock un- 
til reasonable proof has been made to the 
commission that such impairment has been 
made good, and that the status of the util- 
ity has become such that common-stock 
dividends may reasonably and properly be 
paid after the utility has made full com- 
pliance with the law and with the commis- 
sion’s rules and regulations pertaining 
thereto.” 


HEN it is borne in mind that this 

act makes it the duty of the Ala- 
bama commission to enforce the pro- 
visions of the act and gives the com- 
mission full power to make investiga- 
tions and to issue orders and decrees 
respecting the matters embraced in 
the statute and, if the commission 
finds it justifiable or necessary, to ap- 
ply to the courts for appropriate re- 
lief or action in connection with any 
such matters, it will be evident that 
this new law of Alabama is not a 
mere gesture. 

As long as the statute is adminis- 
tered by a commission that is diligent, 
capable, and alive to its responsibili- 
ties, there is no reason why the public 
interest cannot be reasonably protect- 
ed in these matters.to the extent that 
the arm of the state can reach. If an 
irresponsible commission comes into 
power at any time, and should make 
orders under this law that are drastic 
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or unreasonable, the injured party 
may have relief by applying to the 
courts of the state, as in the case of 
all other orders of the commission. 


INCE the provisions of this law 
have become known to the inter- 
ested public, a good many questions 
have been asked concerning the effect 
of the various provisions, and wheth- 
er it will not meet the needs for Fed- 
eral regulation of the holding and 
management companies. In answer- 
ing some of these questions, let us 
first refer to the extent to which the 
statute deals with the so-called service 
or management companies which ren- 
der general, technical, and legal advice 
and assistance to the various operat- 
ing utilities within the group of the 
management company. 

Prior to this new statute, the state 
commission of Alabama had full au- 
thority to investigate, consider, and 
pass upon the reasonableness of any 
operating expense of the utilities sub- 
ject to its jurisdiction. The new stat- 
ute, therefore, does not confer any 
new authority in this behalf; it simply 
requires all agreements relating to 
management fees to be filed promptly 
after being made, and it gives the com- 
mission a specific authority to investi- 
gate any such agreement. If, after 
due notice and hearing, the agreement 
is found to be unjust and unreason- 


able, the commission shall make and 
enter such order as is just and reason- 
able relating to it. Thus the statute 
provides specific authority for deter- 
mination of the reasonableness of 
these management fee contracts at any 
time. 

If, under its previous general au- 
thority, the commission had to wait 
until it had some pending rate case of 
the utility in which such management 
fee would appear as an operating cost 
before the management fee contract 
could be inquired into and determined 
as to its reasonableness, unreasonable 
management fees might be assessed 
and paid lawfully by the utility for 
several years during which no such 
rate case was pending. In some cases 
the amount of these management fees 
is substantial; in such cases the rate- 
payers should not be burdened with 
payment of unreasonable amounts 
over a period of years when there is 
no rate case of the utility pending be- 
fore the commission. In fact, the 
ratepayers should be kept free from 
any such burden all the tine, as far 
as this is possible. 


B” it is not the ratepayer alone 
who is interested in the amount 
of these management fees. The larg- 
er the amount of this operating cost, 
or any other operating cost, the less 
net income will remain with which to 


e 


tion provided therein is all based upon the admitted author- 


q “A CAREFUL analysis of this statute shows that the regula- 


ity of the state of Alabama to regulate the operating com- 
pany within the state. If such regulation in any way reach- 
es to the holding company or the management company, tt 
ts indirectly and results only from the regulation directly 
exercised over the operating company.” 
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insure continuous payment of divi- 
dends upon the utility’s preferred 
stock in which the utility’s customers 
have invested their savings. Particu- 
larly in times like the present, when 
there has been such a great shrinkage 
in such net income as to threaten pay- 
ment of dividends on the preferred 
stock of even the strongest utilities, 
does the amount paid as management 
fees become a matter of real interest 
to the holders of preferred stock. 

For the past several years, these 
managerial services have come to be 
provided more and more by a corpo- 
ration separate from the holding com- 
pany; they are known as service or 
management companies. The Ala- 
bama statute recognizes the existence 
of these companies and the purposes 
for which they are organized. As a 
rule the service or management com- 
pany is closely affiliated with the hold- 
ing company, both as to officers and 
directors. 

Concerning the provisions of this 
law respecting the holding company’s 
relations with its operating utility, the 
question has been asked if §§ 3 and 4 
of the act (quoted in full on page 
383) will prevent the directors of the 
operating company from entering in- 
to management contracts or from al- 
lowing any other person to manage 
the companies; also, whether it is the 
intention of these sections that the op- 
erating company must be managed by 
local directors. 

These provisions in no way prevent 
or interfere with the directors of the 
operating companies from entering in- 
to management contracts or from pro- 
viding for such personnel manage- 
ment of the operating company as the 


judgment of such directors dictates, 
The statute does not contemplate the 
state’s entering into such management 
directly by its agency, the state com- 
mission. It has been settled by the 
Supreme Court of the United States 
that the state cannot manage under 
the guise of regulation. 


D° these provisions of the statute 
mean that the operating com- 
pany must be managed entirely by the 
local directors? This is not a reason- 
able construction of the statute; to so 
construe it would bring it very close 
to violation of the well-settled rule of 
the courts. Sections 3 and 4 can hard- 
ly be expressed in plainer language 
than that in which they are written. 
The officers and directors of the util- 
ity corporation stand in a trust rela- 
tion and these provisions simply mean 
that they should in good faith per- 
form the duties which are reasonably 
within the scope of such offices and 
not be mere ornaments or figureheads 
to cause the local public to have the 
feeling and confidence that such men 
are actually officers and directors, 
fully acquainted with the operations 
and the affairs of the company and 
urging in good faith the views which 
their consciences and judgment dic- 
tate as reasonable, right, and proper 
views respecting the policies and man- 
agement of the utility’s business, when 
in fact, this is not the case. 

Section 6 of the act, after all, is no 
more than a statutory command to the 
directors of the operating utility to so 
regulate payment of common stock 
dividends as not to impair the sound- 
ness of the utility or weaken it for 
the discharge of its continuing duties. 
There is not a sound banker or busi- 
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to pass upon the reasonableness of operating expense; it 


Gg “THE new statute does not confer any new authority 


simply requires all agreements relating to management fees 

to be filed promptly after being made, and it gives the 

commission @ specific authority to investigate any such 
agreement.” 


ness man in the country who will take 
issue with this statement. 


HESE reasonable restrictions up- 
on the common-stock dividends 
are no more than a statutory reminder 
to the utility’s board of directors that 
they occupy a trust relation and that 
they must live up to it. The people 
of the country who have bought the 
utility’s bonds and its preferred stock 
have furnished by far most of the 
money to make the utility plant and 
enterprise possible. It is probably 
rare that the owners of the common 
stock have furnished as much as twen- 
ty per cent of the entire capital in- 
vested in a utility and its business. 
Those who own the common stock 
know that in a business enterprise 
made possible through (a) issue and 
sale of its bonds; (b) issue and sale 
of its preferred stock, and (c) issue 
of its common stock, the relative ob- 
ligation is that the bondholder, who 
takes a low rate of interest on his in- 
vestment is entitled to have his invest- 
ment kept sound and his interest paid 
promptly. After him comes the hold- 
er of the preferred stock, whose divi- 
dends are usually agreed to be cumu- 
lative and whose shares represent in- 
vestment only, who plays no part in 
the current management of the busi- 
ness, and who is entitled to have his 
investment likewise kept sound. They 
naturally expect the income of the 


e 


business to be so administered that 
they may expect payment of dividends 
from year to year; the holder of the 
common stock must sit at the third 
table and receive his dividends, if any, 
after provision is made for the others. 

While the Alabama statute no- 
where mentions those “upstream 
loans” which have created some of- 
fensive cess-pools in the utility field 
during the past few years, the provi- 
sions of the statute, coupled with pre- 
viously existing law, will enable the 
commission to prevent such scanda- 
lous practices. 


s this new Alabama law a well-con- 

sidered and reasonable approach 

to the utility holding company prob- 
lem? 

The Alabama commission thinks it 
is. 

A few months prior to the enact- 
ment of this statute, the Alabama 
commission, under its general author- 
ity, asserted the power of prohibiting 
the utilities from paying further com- 
mon-stock dividends until they had 
first made affirmative proof before the 
commission that reasonable and prop- 
er reserves had first been set aside. 
A number of holders of preferred 
stock of the utilities in Alabama re- 
ported to the commission that the 
price of such securities went up from 
ten to twenty points in the local mar- 
ket when the commission’s order was 
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issued to all Alabama utilities. The 
statute does little more than give ex- 
press authority to the state public 
service commission to do what it had 
already asserted under its general au- 
thority. 

What real need is there for regula- 
tion of the holding company anyway, 
when the primary duty of regulation 
is to protect the ratepayer? 

True, the primary duty of regula- 
tion is to protect the ratepayer. But 
it must be remembered that every 
state commission which has reason- 
ably comprehensive authority also has 
the authority and responsibility to 
supervise and regulate the security is- 
sues of the operating companies. It 
frequently happens that the money 
invested by the people of a state in 
preferred shares of a utility is a larg- 
er amount than that which has been 
invested by the owners of the common 
stock. Unless the state commission 
has power to continue a reasonable 
protection to the purchasers of this 
preferred stock, the mere authority to 
supervise and regulate the issuance of 
such shares is little more than an idle 
and deceptive gesture. It may happen 
and often does happen that at the time 
the state commission authorizes the 
issuance of preferred stock, the utility 
is in a sound condition, well managed 
both as to its financing and operation, 
and the preferred stock issue is not 
only warranted, but constitutes a good 
investment. But if the holding com- 
pany is to be left free and unre- 
strained in its dealings with the oper- 
ating company, we may expect repe- 
titions of reckless, unwise, and 
wrongful practices which have only 
too often come to light during the past 
few years. 


.’ has been asked, if this Alabama 
statute is constitutional and is rea- 
sonably administered, will there be 
any need for Federal regulation of 
holding companies? If so, what is 
the need, and to what extent should 
such Federal regulation go? 

The answer to this query involves 
the matter of the limited authority of 
the state as well as matters of practi- 
cal nature. A careful analysis of this 
statute shows that the regulation pro- 
vided therein is all based upon the ad- 
mitted authority of the state of Ala- 
bama to regulate the operating com- 
pany within the state. If such regu- 
lation in any way reaches to the hold- 
ing company or the management com- 
pany, it is indirectly and results only 
from the regulation directly exercised 
over the operating company. 

It must be evident to everybody that 
tremendous loss and injury have been 
inflicted upon the people of the coun- 
try during the last few years, because 
some of the holding companies have 
been guilty of reckless issuance of 
their securities—specifically compa- 
nies which are purely holding compa- 
nies and which are not both holding 
and operating companies. While all 
securities have gone down during this 
depression, none that have been is- 
sued by companies of any standing, 
have gone so far as the issues of pure- 
ly holding companies. True, the hold- 
ing companies have not all erred to 
the same extent, nor have they all 
been recklessly managed; some of 
them which have had reasonable, con- 
servative management will probably 
weather the storm, even though the 
market on their own securities to- 
day may be as low as one tenth or 
one twentieth what it was in 1928 
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and in the spring of 1929. The 
issues of these holding companies gen- 
erally are based almost entirely upon 
the common-stock equities owned in 
the operating utilities throughout the 
country. When the holding company 
issues go down to such a low point, 
the confidence of the investing public 
The public does 
not always distinguish between a 
holding company and an operating 
utility. It is manifest, however, that 
it will take some time for the public 
to regain enough confidence in util- 
ity securities to enable the operating 
companies in the future to market 
their own securities upon such a basis 
as to provide money at low cost. And 
money at low cost is fundamentally 
necessary. 


if Baa parent holding company for 
years has assumed the responsi- 
bility of financial guardian of the 
operating company. It would seem 
to require no argument that unless the 
parent itself is kept in a financially 
strong position, it will not only be 
unable to aid its child but will, as 
experience has shown some have done, 
be taking the child’s food for its own 
sustenance. 

Certainly the holding company 
should be regulated—at least its secur- 
ity issues should be regulated. This 
cannot be done by the states under 
their limited constitutional powers. 
Some commissioners have suggested 
that it might be done by the various 
state Blue Sky commissions. If Ala- 
bama sought to rely upon this method, 
it would be undertaking to see that 
every state in the Union provided the 
necessary Blue Sky law, made rea- 
sonable provisions for its enforce- 


ment, and then reasonably enforced 
such law. This is not a practical 
method. The Federal government 
should regulate the security issues 
of all utility holding companies. 
The Federal government’s authority 
should, indeed, be largely limited to 
this one object. When the Federal 
government exercises the authority of 
regulating holding company securities, 
it will not only have the right, but if 
it does the job efficiently, it will be 
necessary for it to inquire into the 
entire business of the holding com- 
pany. Whenever the light is turned 
upon the affairs of a company whose 
house is not in order, the disorder 
stands out in bold relief and will be 
remedied. 

The Constitution of the United 
States still stands and all the many 
decisions of our Supreme Court, 
which have set reasonable boundaries 
upon regulation, whether exercised 
by Federal or state agencies. If the 
Federal regulatory body gets arbi- 
trary, there will be effective remedies. 


| grmenersesagers I am opposed to ex- 
tension of Federal regulation un- 
less it is necessary; when it is neces- 
sary, I would limit the regulation as 


far as possible. But after all, the 
Federal government is our govern- 
ment, just as the state government is 
ours; we have a Federal Constitution 
as we have state Constitutions, and I 
am wholly unable to see how any 
legitimate business under reasonable 
regulation should be hampered in 
carrying on its prescribed destinies. 

The Alabama statute here outlined 
is merely an effort to put the “New 
Deal” into practice. And that, after 
all, is simply a “Square Deal.” 
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A Regulatory Experiment 


THAT WORKED TOO WELL 


Why the sliding-scale plan of utility rate making, as 

developed in England fifty years ago and tried out 

recently at our National Capital, worked so well and 

smoothly for both ratepayers and the company that it 
had to be modified. 


By AARON HARDY ULM 


AN a method of regulating util- 

C ity rates operate too well? 

Does the American tempera- 

ment require that turmoil be an essen- 
tial attribute of regulation? 

Those are not foolish questions. 
Let us inquire into them with particu- 
lar reference to a case that was re- 
ported in this publication a little more 
than two years ago,’ and which de- 
scribed the unique sliding-scale rate 
basis established in the nation’s capi- 
tal. That method of rate making was 
then operating so smoothly that both 
queries above could have been an- 
swered in the negative. But now 
there is a sequel to the story—and the 
sequel implies affirmative answers to 
the questions at the top of this column. 





1“A’ Unique Experiment in Rate Regula- 
tion,” in Pusiic Utiities Fortnicutity, No- 
vember 27, 1930. 


dene years ago this sliding-scale 
plan of rate making apparently 
was working as nearly perfectly as 
any could work. Without contro- 
versy, without friction, almost with- 
out “hearings,” the plan had produced 
extraordinary reductions in rates for 
services supplied by the local power 
company. The rates had fallen to 
the lowest level of any prevailing 
under similar conditions in the United 
States, and the level was still descend- 
ing. Of all concerned with the ex- 
periment, the regulated company glor- 
ied most in those reductions; it not 
only freely acquiesced in them but 
struggled to bring them about. For 
every lowering of rates proclaimed a 
high degree of prosperity for itself. 
Two years ago this commentator 
truthfully reported: 

“Nobody complains of the com- 
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pany’s prosperity, for as its revenues 
increase the rates go down still fur- 
ther.” 

Yet the ink was scarcely dry on the 
printing of those words before de- 
velopments took a provocative turn. 
Complaint was made. The complaint 
did not concern the rates per se, nor 


’ even the efficiency of the method of 


regulating those rates; indeed, all of 
those who complained apotheosized 
the method of rate making. ' 

The complaint was that the utility 
company was too prosperous! 

Two years of turbulent controversy 
followed, ending in a compromise by 
which, to be sure, the main structure 
of the regulatory method was pre- 
served, but which changed the rate- 
making structure in perhaps one vital 
particular. The doors were left wide- 
ly open for complaining, controversy, 
and turmoil. 

Formerly all of that controversy 
had been practically excluded by cer- 
tain attributes, probably of extra-legal 
character, which attached to the auto- 
matic nature of the regulatory meth- 
od in force. The method revolved 
around a sliding-scale or profits-shar- 
ing device that was invented in Eng- 
land over a half century ago and 
has since been used extensively there, 
chiefly in the field of illuminating gas 
utilities. The device was imported in- 
to this country early in the present 
century. The most noteworthy use 
of it prior to the instance here con- 
sidered was in Boston. Experiments 
with the device were attracting most 
of the rather meagre attention given 
them in this country when the United 
States Congress, in 1913, adopted a 
law for the regulation of public utili- 
ties in the District of Columbia. The 
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public utilities commission thus set 
up in Washington was given power 
to make use of sliding-scale systems 
of rates’ control. 

But the power seems to have been 
long overlooked—as has been, gener- 
ally speaking, the sliding-scale method 
of rates regulation in the United 
States. Ten years after beginning 
operations, the District of Columbia 
commission still was wrestling with 
obdurate obstacles in the way of its 
achieving control of electric current 
rates by the standard American meth- 
od of voluminous inquiries, compre- 
hensive “findings,” rigid decrees, and 
tortuous litigation. The Potomac 
Electric Power Company disputed the 
commission’s findings as to the value 
of its property and refused to limit its 
charges to rates based on those find- 
ings. After a decade of costly con- 
troversy, the only ponderable results 
were a mountainous mass of litigation 
and an impounded fund of about 
$6,000,000. That sum represented 
the difference between rates prescribed 
by the commission and the actual 
charges made by the company during 
the long period of strife. 

Then one day a young United 
States Army engineer, Major W. E. 
R. Covell, an assistant to the com- 
mission, pointed to the section of law 
authorizing sliding-scale rates and, in 
substance, said: 

“Here’s the key to this electric rates 
muddle. Agree with the company 
that it may earn all it can and keep 
all it earns provided it lets rates be 
reduced in line with its earnings above 
an agreed-on rate of base return to 
it. Thus it will be to the advantage 
of the company to struggle all the time 
for lower rates.” 
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The commission and the company 
went into a huddle, out of which came 
a compromise arrangement in line 
with the engineer assistant’s sugges- 
tion. 

One half of the impounded fund 
was rebated to consumers, the com- 
pany retaining the other half. A 
rate, or valution, base was agreed on, 
the same to rise in line with further 
investments in facilities. There was 
a like continuing arrangement regard- 
ing a depreciation or retirement fund, 
together with a key rate of return to 
the company. The latter was 7} per 
cent a year of the rate base. When- 
ever earnings for a year were above 
that rate of return, it was agreed, 
rates of charges would be automatical- 
ly reduced in extents envisaging a 
sharing of one half of the excess with 
consumers during the succeeding year, 
and so on from year to year. 


HE power company’s charges for 

electric current had _ revolved 
around a primary household rate of 
10 cents a kilowatt hour. The pri- 
mary rate was reduced to 7} cents a 
kilowatt hour, and other rates were 
lowered correspondingly, for the first 
year under the sliding-scale plan. 
From then on rate revising was most- 
ly a matter of mathematics at the end 
of each year, as was also the task of 
keeping track of the rate base and the 
retirement fund. 

What happened? 


During the first year under the 
plan, the company’s sales of current 
increased 18 per cent. The company’s 
net return was over 9 per cent of the 
rate base. So at the beginning of the 
next year, its rates of charges were 
reduced about 74 per cent. The same 
occurred substantially from year to 
year, with recurring scalings of rates 
that, in the aggregate, approximated 
a 50 per cent lowering, in a period of 
six years, of the rate level anteceding 
the plan. The company’s sales of 
current almost doubled, and the costs 
per unit of production and distribu- 
tion were greatly reduced. The au- 
thorities attributed at least one half 
of all this to the workings of the 
sliding-scale plan. 

There was a prospect at that time— 
a prospect not yet entirely dissipated 
—that the rates for current ultimately 
would go to an almost unbelievably 
low level for energy generated from 
coal, mined at a carrying distance of 
several hundred miles from the pro- 
ducing plants, and distributed in a 
nonindustrial area. Of course, the 
process of reduction would inevitably 
produce a level of rates that could 
not yield a return above the base rate 
of allowed earnings. But at the end 
of six years the company had earned 
$4,000,000 to $5,000,000, or over 2 
per cent above that base rate of al- 
lowed return, and it seemed probable 
that those “excess” earnings would be 
considerably increased. 
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q “THE complaints did not concern the rates PER SE, nor 


indeed, all of those who complained apotheosized the 


method of rate making. The complaint was that the utility 
company was too prosperous! 
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Hence the complaint about the com- 
pany’s prosperity. 


tee complaint did not come di- 
rectly from consumers, nor was 
it initiated by the regulatory body 
which sponsored the sliding-scale plan. 
Its chief source was from an office 
that was created after the sliding-scale 
plan was put into effect—the office 
of “Public Counsel,” to which an en- 
ergetic and skillful young lawyer had 
been appointed. The record of subse- 
quent proceedings is distinguished by 
the fact that it embodies no customary 
allegation of unjust and unreasonable 
rates being charged for electric cur- 
rent. The nub of the complaint as 
made lies in the allegation that the 
local power company was making too 
much money. 

Under most rulings as to earnings 
and rates, the claim was quite well 
founded in fact. But the underlying 
data indicated that the recurringly im- 
pressive reductions in rates were just 
as much a product of the company’s 
high degree of sustained prosperity, 
under the regulatory plan, as that 
that prosperity was a product of the 
rates. Succinctly, if the company had 
not prospered so much the rates could 
not have gone down so rapidly and 
so far. 

Thus the case raises some search- 
ing questions. One of them is: Is 
the prime object of utility regulation 
to curtail profits or to produce low 
rates? Another is :_ Why do friction- 
less regulatory methods, like that of 
the sliding-scale system, prosper so 
little in the United States while doing 
well in some other countries ? 

Some authorities reply that the rea- 
sion is that such methods are not 


adaptable to usual American condi- 
tions. Possibly the American tem- 
perament demands more or less excite- 
ment, as a kind of popular entertain- 
ment, in public regulation. 


A“ important aspect of this sliding- 
scale plan of rate making was 
a seeming assurance of perpetuity so 
long as there was no radical change 
in conditions which affected its opera- 
tions. The plan was embodied in a 
“consent decree” that brought an end 
to all preceding litigation. Thus it 
partook of a contract made with the 
approval and given the imprimatur of 
a court. It took no cognizance of a 
time element with reference to the 
plan as a whole and contained no pro- 
vision for changing the plan. There- 
fore, a long-time view could be taken 
in the administering of the plan. 

When the matter became a subject 
of litigation, it was contended by the 
complainants that the public utilities 
commission had no power to thus con- 
tract away its authority and duty to 
revise electric current rates whenever 
and however there were good rea- 
sons, though unrelated to the sliding- 
scale arrangement, for so doing. In 
so far as this question was passed on 
judicially, the contention was upheld 
by the courts; likewise did the courts 
sustain a new sliding-scale arrange- 
ment that was decreed by the commis- 
sion without the consent and over the 
protest of the company. The essence 
of the new arrangement is a curtail- 
ment of the possibility that the com- 
pany may again enjoy a degree of 
prosperity far above that allowed by 
the base rate of return. 

Before the issue as to the validity 
of the new sliding scale went far 
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Two Pertinent Questions that Are Raised 
by the Sliding-scale Rate Experiment: 


“7 the prime object of utility regulation to 
curtail. profits or to produce low rates? 


“Wuy do frictionless regulatory methods, 
like that of the sliding-scale system, prosper so 
little in the United States, and prosper so 
much in other countries?” 





into the courts, an agreement was 
arrived at by the commission and the 
company. The company conceded 
the right of the commission to deal 
with the sliding scale as it might deal 
with any schedule of rates. Techni- 
cally, the commission now has the un- 
disputed right to disrupt or discard 
the sliding-scale system when it pleas- 
es, though any very abrupt action by 
it would be subject, no doubt, to 
the test of reasonableness. The as- 
pects of perpetuity and of insulation 
from captious attack no longer adhere 
to the plan. 


’ I ‘HE new agreement preserves the 
old arrangement so far as the 
rate base and retirement fund are 


concerned. The base rate of return 
to the company is reduced to 7 per 
cent. When the company’s net earn- 
ings on its rate base exceeds that rate 
of return during a twelve months’ 
period, its rates of charges for current 
are to be reduced in extents envisag- 
ing immediate rebating of one half of 
the amount of earnings above 7 and 
not above 8} per cent, and 60 per cent 
of any earnings above 8} and not 
above 9 per cent, and 75 per cent of all 
above 9 per cent. If earnings during 


any period of two consecutive years 
fall below 6? per cent, or during any 
single period of twelve months below 
6} per cent, rates are to be increased 
in extents to produce a return of 7 per 
cent. The last provision is only 
slightly less favorable to the company 
than the one it supplants. 


| cer the new arrangement, the 
speed of the inevitable workings 
of the plan toward a rock-bottom 
level of rates will be about doubled. 
Under the old arrangement, for exam- 
ple, rates for 1933 would have been 
put on a level that envisaged a “shar- 
ing” with consumers of $382,000 or 
double that amount of “excess” profits - 
made by the company in 1932. Under 
the new arrangement $562,000 will be 
the amount “shared.” Even should 
consumption increase and should the 
per unit costs of production and dis- 
tribution of energy sold decline in the 
average extents they did under the old 
arrangement, the company’s earnings 
above the base rate of return cannot be 
much more than half as large in 1933 
as they were during the average year 
of the previous period. 


Sie inevitable rock-bottom level 
of rates will be reached sooner, 
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of course, but will it be as low and 
as sustainable as it might be under 
the slower and more cautious ap- 
proach allowed by the original ar- 
rangement? Then, when rock is 
reached, will the plan stand up without 
the psychological support of recurring 
reductions of rates, or in spite of pos- 
sible increases? When that time 
comes, will the management of the 
company be as eager as it formerly 
was to increase operating efficiency 
and thus bring about lower rates? 
Will the abandonment of the contrac- 
tual aspect of the arrangement and 
the color of perpetuity adhering there- 
to give an inviting appearance to the 
doors thus thrown open for com- 
plaints and consequent turmoil at any 


time regarding the plan? And will 
this lead the company to curb its long- 
time planning? 

These questions bear importantly 
on the new period, now starting, of 
probably the most interesting and sig- 
nificant experiment with the sliding- 
scale method of regulating electric 
current rates that has been attempted 
in the United States. 

The first period was brought to an 
end by the fact that during six years 
of frictionless, automatic operating 
of the experiment, the method worked 
too well. Will the second period be 
brought to an end by the failure— 
which is probable—of the experiment 
to work as auspiciously in it as it did 
in the first period? 


In a following issue, Mason M. Patrick, Chairman of the Public Utilities 

Commission of the District of Columbia, will describe the workings of the 

sliding-scale rate plan, and tell the reasons for the recent changes and the 
purpose which it seeks to attain. 








According to the Newspapers— 


Stnce 1901 the government-owned and government-operated rail- 
roads of Australia have lost $330,000,000. 
* 


THE production of electricity by water power in the United States 
during 1932 amounted to 41 per cent of the total production, according 
to the latest report of the Department of the Interior. 

* . 


THE city council of a large municipality recently instructed its 
attorney to bring a proceeding before the state public utility commis- 


sion to require the restoration of pre-war electric rates. 


Then it dis- 


covered that—if the petition were granted—the average rate paid by 


the residence consumer would advance 90 per cent. 


were dropped. 


* 


The proceedings 


* 


Tuiety American colleges and universities, whose investments were 
recently surveyed, own more public utility bonds than bonds of any 
other kind. The list reveals the following holdings: 


Public utility bonds 
Railroad bonds 
Industrial bonds 

U. S. government bonds 
Foreign bonds 
Municipal bonds 





THE ACTUAL AND THE FANCIED 


Effects of a Utility’s Financial 
Policies upon Utility Rates 


What the depression has and has not revealed in the 
conflict of interest between the ratepayer and the 
investor. 


By JAMES C. De LONG 


WALL Street broker was con- 
A ducting a personal sight-seeing 
tour of New York for the 
benefit of one of his out-of-town cus- 
tomers. From the Battery numerous 
yachts were seen tossing at anchor in 
the Hudson. The enthusiastic host 
began to identify them. 

“That large white one is broker 
Smith’s; this black steamer is broker 
Jones’; that one, with the two masts, 
is broker Brown’s,” he rambled on. 
His guest waited expectantly until he 
had concluded, then turning to him 
with a puzzled air he asked: 

“And where are the customers’ 
yachts ?” 


fiw implications of this question 
have been bothering a good many 
people in this country recently, par- 
ticularly those who have fallen vic- 
tim to our calamitous markets. Public 
opinion appears to be veering around 
to the belief that the financial dice are 


loaded and that fortuitous circum- 
stances or investor credulity have 
played a smaller part in the financial 
catastrophe than deliberate manipula- 
tion of security prices by members of 
the stock brokerage fraternity. 

The direct liaison between the util- 
ity consumers on the one hand, and 
the management of many of our great 
utilities who are suspiciously close to 
Wall Street, on the other, have in- 
volved the industry in a controversy 
which is clearly the consequence of the 
public’s recent financial experiences. 
It appears a Machiavellian plot is 
afoot to exact tribute from utility con- 
sumers through the medium of the se- 
curity markets. 

It is specifically alleged that the 
costs of utility service to consumers 
are influenced by market prices of 
utility securities. 

Such a charge, of course, implies 
that a free market for utility stocks 
and bonds does not exist and that such 
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issues have been inflated beyond their 
intrinsic values by artificial methods 
employed by the utility companies or 
their fiscal agents. The critics have 
found this difficult to prove; usually 
exploration of the subject leads to 
wholly extraneous channels which end 
in the sphere of speculative econom- 
ics. Perhaps if the consumer’s 
senses had not been whetted by ad- 
versity, the Wall Street odor hovering 
about his gas and light meters would 
never have been noticed. But there 
it is, and what are you going to do 
about it? You may argue that the 
consumer is the victim of hallucina- 
tions brought on by an over-dose of 
Wall Street speculation ; yet the news- 
papers continue to uncover examples 
of the financial wizardry of some of 
our utility magnates. 


HE truth of the matter is that the 

collapse of 1929 caught the util- 
ity industry up to its knees in ticker 
tape and the charges of market ma- 
nipulation and financial skulduggery 
in general usually have sufficient basis 
in fact to call for more than a shrug 
or a pooh-pooh denial from utility 
spokesmen. 

Every discussion of this question 
should begin with the frank recog- 
nition by both parties to the argument 
that, in the final analysis, the utility 
security price structure rests solidly 
upon the utility rate base. 

Rates are the primary fount of 
earnings. Earnings in turn determine 
the investment worth of securities 
and their market appraisal. If rates 
are fixed so low as to prove con- 
fiscatory, the creditors and owners of 
the business must suffer partial or 
total loss of investments. If the rates 


are too high, of course, the investing 
public profits at the expense of the 
ratepayer. 

It should be made clear that during 
the past three years of diminishing 
utility earnings, there has been no ap- 
parent disposition on the part of the 
utility companies to boost rates or to 
check the normal down-trend for the 
sake of protecting capital invested in 
the business or maintaining market 
prices for their securities; during the 
period from September 1, 1929, to 
December 31, 1932, the total market 
value of all utility stocks and bonds 
listed on the New York Stock Ex- 
change declined from approximately 
nineteen billion dollars to nine and 
one-half billion dollars. 

This represents a loss to investors 
in utility securities alone of an amount 
nearly equal to the sum owed this 
country by the governments of 
Europe. 


. is a matter of interest that of all 
the criticism which has _ been 
directed at the defunct utility com- 
panies, not a single charge is heard 
that consumers have been subjected 
to excessive rates by these companies 
or that standards of service were 
not the best possible. Deflection of 
utility management from the straight 
line of utility operation to the chan- 
nels of high finance has penalized 
the investing public, not the consum- 


er. 
toys great difficulty which is 

encountered in attempting to 
reconcile conflicting views on this 
subject is the failure of the utility 
consumer to appreciate fully the in- 
herent rights, and the industry’s de- 
pendence upon, the investing public. 
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The consumers, by and large, care not 
a tinker’s dam for that group of 
money lenders who finance the utility 
business. The investor’s function in 


the simple matter of meter reading 


and rendering of the monthly bill is 
too remote for the consumer’s mind 
to grasp. Experience has taught him 
that the utility company’s stocks and 
bonds can be reduced to mere scraps 
of paper and, to all intent and pur- 
pose, he continues to receive the same 
service as before. 

But it is not as simple as that. Un- 
like many industries which generate 
sufficient surplus funds to provide for 
costs of normal development, the util- 
ity industry requires capital consider- 
ably in excess of that supplied from 
current earnings. This is because it 
is restricted to a limited rate of return 
on investment and because it is still 
in the virile stage of development. 
Progress of the industry, over the 
long-term future, will be determined 
in no small measure by the efficiency 
of its capital-securing machinery. If 
this is to function smoothly and ade- 
quately, certain criteria, evolved to 
inspire the investing public's con- 
fidence, must be rigidly adhered to. 

Protecting the credit standing of 
the industry to insure a steady flow of 
funds into the business and constant 


effort to reduce the costs of such capi- 
tal are as vital to its future as main- 
tenance of high standards of service 
and reduction in costs to consumers, 
The former task is not an easy one. 
The utilities are forced to compete in 
the open market with other bor- 
rowers, for their capital transfusions 
and the measure of safety offered 
largely determines the price which 
they must pay. The importance of 
this duty has been summarized by Mr. 
George B. Cortelyou, president of the 
Edison Electric Institute; in a recent 
message he said: 

“One of the main pillars of the utility 
structure is the investor. His support of 
the industry is based on confidence, but his 
confidence is not lightly bestowed—it is a 
plant of slow growth. It was no small thing 
for the utilities to win the approval of their 
army of investors, but having won it, it is 
their duty to protect and safeguard it by 
every means in their power as one of the 


indispensable requisites of efficient and eco- 
nomical service.” 


[ the industry had been less con- 
scious of its duty to the investing 
public, it is probable that rate reduc- 
tions would have come about much 
more slowly and to a more limited 


extent than has been the case. In- 
deed, there has been a parallel de- 
velopment in the cost-trend of utility 
capital and utility rates. No longer 
ago than 1921, the average price of 
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service were not the best possible. 


Deflection of utility 


management from the straight line of utility operation to 
the channels of high finance has penalized the investing 


public, not the consumer.” 
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utility capital was? 7.3 per cent. In 
1931 this had been reduced to an 
average of 4.7 per cent. When it is 
realized that par value of bond and 
preferred stock capitalization of the 
industry is in the neighborhood of 
twenty billion dollars and that new 
capital and refunding requirements 
approximate two billion dollars an- 
nually, this reduction in the price of 
new capital to the industry, amount- 
ing to about 35 per cent, during the 
short space of ten years, is of no small 
significance. 

The industry thus has a legitimate 
financial function, the proper execu- 
tion of which is directly in the interest 
oftheconsumer. If this function were 
more widely appreciated by consumers 
and a few lessons were learned about 
the basic laws which govern the flow 
of new capital, some of our soap-box 
agitators might find a less sympathetic 
audience in utility consumers. 


OME of those in charge of the 

financial destinies of the utilities 
have made mistakes, of course. Either 
by design, or because some of these 
errors cannot be readily corrected, 
certain policies which are open to 
criticism, still persist. One of them 
has resulted from the tendency to 
coddle common stockholders. This 
group of security owners are the real 
proprietors of the business and their 
requirements include safety for funds 
invested and something in the way of 
current return, usually more than 
might reasonably be expected. 

Unless a utility management is ex- 
tremely alert, the clamor of militant 
stockholders is likely to result—in- 
deed, it has resulted in certain in- 


1 Moody's Investors Service. 


stances—in steps which are not con- 
sistent with the best interests of the 
consumers. Utility officers are mere- 
ly hired men. Their employers, the 
common stockholders, must be as- 
sured, in one way or another, that 
they are receiving, or will ultimately 
receive, larger returns on their com- 
mitments than were their funds placed 
in other situations. A disgruntled 
stockholder can give a utility officer 
more sleepless nights than a dozen 
dissatisfied consumers. The spectre 
of a proxy contest crops out in every 
stockholder’s complaint. 

In an attempt to maintain stock- 
holders’ good-will, utility manage- 
ments have been known to resort to 
expedients which, on their face, were 
not in the best interests of the business 
or consumer. There have been ex- 
amples of companies employing un- 
sound bookkeeping methods in an 
effort to prop up sagging earnings 
and for the purpose of increasing 
dividends when general conditions 
dictated conservatism in cash outlays. 
It is surprising to note the number 
of companies which have drastically 
pared depreciation charges recently, 
although there were no indications 
that allowances of former years were 
too liberal. The surpluses of many 
operating companies have been tapped 
to improve the earnings of the parent 
companies. 


r can be argued with some logic 
that such practices, whether tem- 
porary or not, do result in bolstering 
up security prices and that money, in 
such cases, does find its way to stock- 
holders which should be used in the 
business or passed on to consumers in 
the form of lower rates. 
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The Utilities Have Not Sought to Boost Rates During 
the Period of Falling Revenue 


























“D URING the past three years of diminish- 
ing utility earnings, there has been no 
apparent disposition on the part of the utility 
companies to boost rates or to check the normal 
down-trend for the sake of protecting capital 
invested in the business or maintaining market 


prices for their securities.” 





Unfortunately, such practices are 
not generally recognized or con- 
demned by the average stockholder. 
The vast majority of American stock- 
holders casually assume the respon- 
sibilities of corporate ownership. 
They are disposed to applaud im- 
mediate results of questionable man- 
agement policies, through ignorance 
_or greed, rather than encourage con- 

servative building. They are inclined 

to measure managerial ability by the 
size of dividends and the frequency 
of melons (such as extras and the 
like), and this standard has placed a 
severe strain upon managerial ethics 
in meeting these demands and still 
conducting the business along sound 
lines. In the utility field, such a 
standard laid down by owners and 
recognized by managers must influ- 
ence both rate structure and service. 


pea caagrenan policies followed by 
utility managements in reconcil- 
ing the rights of stockholders and 
consumers differ greatly among com- 
panies in the field. Perhaps the most 
forward looking plan, and one which 
has received a great deal of publicity 
during the past few years, has been 
worked out by the management of the 


American Telephone and Telegraph 
Company. This policy was outlined 
by President Walter S. Gifford, in an 
address delivered before the 1927 con- 
vention of the National Association 
of Railroad and Utilities Commis- 
sioners in Dallas, Texas, and repeated 
in annual statements of the company 
since that time. This policy is summed 
up in Mr. Gifford’s statement : 


“It follows that there is not only no in- 
centive, but it would be contrary to sound 
policy for the management to earf specu- 
lative or large profits for distribution as 
‘melons’ or extra dividends. On the other 
hand, payment to stockholders limited to 
reasonable regular dividends with their 
right, as the business requires new money 
from time to time, to make further invest- 
ments on favorable terms, are in the in- 
terests of both the telephone users and of 
the stockholders. 

“Earnings must be sufficient to assure 
the best possible telephone service at all 
times and to assure the continued financial 
integrity of the business. Earnings that 
are less than adequate must result in tele- 
phone service that is something less than 
is the best possible. Earnings in excess of 
these requirements must either be spent for 
the enlargement and improvement of the 
service furnished or the rates charged for 
the service must be reduced. This is fun- 
damental in the policy of the management.” 


The American Telephone and Tele- 
graph Company has probably come 
closer to a solution of the problem 
than other companies in the utility 


400 





22 i eo oe ee lle ee ae Oe ee ele 


PUBLIC UTILITIES FORTNIGHTLY 


field. Outwardly at least, the com- 
pany has found the desirable middle 
ground which it can traverse to the 
mutual advantage of its 700,000 
stockholders and 14,000,000 patrons. 
In 1929, when melons, extras and 
increased dividends were being voted 
by many over-optimistic manage- 
ments, American Telephone paid its 
regular $9 annual rate, although 
$12.67 per common share was avail- 
able from earnings in that year for 
distribution. As a possible result of 
this policy, the regular disbursement 
has been continued throughout the de- 
pression. By laying down a policy 
which recognizes the fundamental 
rights of both stockholders and con- 
sumers, and through the manage- 
ment’s efforts to educate their stock- 
holders in the main characteristics of 
the business, they are fully aware of 
their joint responsibilities and what 
they are reasonably entitled to in the 
way of return on investment. A com- 
mendable stockholder-consumer liaison 
has thus been established, and in ac- 
complishing this, the management of 
the company appears to have fulfilled 
a primary function of corporate ad- 
ministration. 


NE of the more recent major de- 
velopments in the sphere ot pub- 

lic utility management and one which 
has profoundly influenced manage- 
ment policies has been the application 
of the investment trust idea to the util- 
ity industry. These units, in the 
main, have had their inception behind 
the closed doors of bankers, and their 
corporate aims and requirements are 
not always consistent with the best 
interests of the operating and holding 
companies with which they become 


identified through security ownership. 

Not infrequently, investment trusts 
have been organized by the manage- 
ments themselves, as a measure of 
self-defense. Thus was inspired the 
formation of Insull Utilities Invest- 
ments, Inc., and Corporation Securi- 
ties of Chicago, the two investment 
units of Mr. Samuel Insull. Others 
have received the tacit sanction of 
utility managements and _ practically 
all of those units which specialize in 
utility securities have utility repre- 
sentatives on their boards. Where 
this arrangement exists, the financial 
policies of the constituent companies 
frequently bear the earmarks of the 
trust’s financial needs. 

The portfolios of the investment 
trusts were built up during the period 
of higher market prices. As quoted 
value of their common stocks is usual- 
ly determined by income and liquidat- 
ing value, the latter in turn being 
governed by market prices of under- 
lying securities, the trust’s officers are 
inclined to cast a cold eye upon any 
policies advanced by the constituent 
units which might tend to depress 
market prices of their securities or 
limit the trust’s income. 

Capital structures and sources of 
income of the investment trusts are 
such that they have fared extremely 
badly during the past three years. 
Depreciation in the market value of 
assets has, in many cases, completely 
wiped out all common stock equity, 
and greatly limited that available for 
the senior issues. The pressing prob- 
lem for many of these units has been 
to avoid drastic capital readjustment 
or receivership by continuing interest 
payments on their bonds and meeting 
current expenses. As primary source 
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of income is dividends from common 
stock holdings, the policy of scaled- 
down payments results in bringing the 
investment units closer to the brink 
of insolvency. Their distress signals 
have not been ignored by those com- 
panies whose securities are held in 
substantial amounts. 


= us take as a specific example 
of the investment trust’s in- 
fluence upon an operating company 
whose securities it holds—the case of 
the Insull Utilities Investments, Inc., 
which was conducted along the con- 
ventional investment trust lines until 
April 16, 1932. The largest single 
investments of the company consisted 
of common stocks of the Middle West 
Utilities, Peoples Gas, Light & Coke, 
Commonwealth Edison, and Public 
Service of Northern Illinois. In 1931, 
approximately 75 per cent of the total 
income of the company was derived 
from dividends on its common-stock 
holdings. This amounted to $9,600,- 
000 in that year. Now then, interest 
and preferred dividend requirements 
of the company in 1931 amounted to, 
roughly, $9,000,000, just short of 
that received in the form of dividend 
income. At the end of the year, the 
company had $53,000,000 in short- 
term loans which it hoped to refund, 
so that it could not jeopardize its 
credit standing by omitting preferred 
dividends. Its dividend income was 
thus vital to future safety. 


The majority of companies whose 
stocks were held by the trust reported 
lower incomes in 1931 than in the 
previous year. Despite this, all main- 
tained their regular common-stock 
dividends throughout the year, in- 
deed, throughout the first half of 
1932. While it is possible this liberal 
dividend policy was justified, it is 
significant that at the next scheduled 
dividend meetings of Commonwealth 
Edison, Peoples Gas, Light & Coke, 
and Public Service of Northern II- 
linois following the collapse of the 
trust, dividends on the common stocks 
of all three companies were drastically 
reduced, the reduction resulting in ag- 
gregate savings for the three com- 
panies, equal to $10,063,000 per year. 

What happened to the financial con- 
dition of these four companies during 
the year 1931? As of December 31, 
1930, the group reported a net work- 
ing capital of $33,186,000. Twelve 
months later (December 31, 1931) 
this had been converted into a -work- 
ing capital deficit of $30,874,000. 


UT, it is asked, how did this de- 
velopment affect the interest of 
the Chicago consumer ? 

Let us take the example of Com- 
monwealth Edison. In 1923 the com- 
pany issued long-term bonds with in- 
terest at the annual rate of 5 per cent. 
Cost of new capital to this company 
steadily declined during the ensuing 
years as indicated by the fact that in 


e 


security prices influence rates. It is safe to assert that in 


q “No categorical reply can be made to the charge that utility 


the vast majority of cases, no relationship whatsoever 
exists.” 
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March, 1931, the company sold 
$85,000,000 of its bonds to the public 
bearing interest at the rate of 4 per 
cent per annum. In August, 1932, 
the company issued $18,000,000 of its 
series G open mortgage bonds, secured 
equally with the former issues. On 


. this issue it was required to pay 54 


per cent interest per annum. This 
was $15,000 more per year per mil- 
lion dollars of bonds than the com- 
pany paid one year earlier. “While 
this higher cost of new capital to the 
company may be ascribed in part to 
less favorable conditions in the bond 
market and the coyness of the invest- 
ing public towards all securities bear- 
ing the Insull stamp, the less favorable 
credit risk of the company was a para- 
mount factor. This temporary im- 
pairment of credit standing will cost 
the company $8,100,000 in higher in- 
terest charges during the life of the 
bonds. 

The interest of the consumer now 
becomes apparent. 


N fairness to a large number of in- 
vestment trusts, it should be stated 
that not all exercise a malignant in- 
fluence upon constituent companies as 
might be inferred from previous para- 
graphs. Many of the more conserva- 
tively capitalized companies have been 
able to steam along during the depres- 
sion without sending up S. O. S. sig- 
nals each time a change in financial 
policy is considered by underlying 
companies. Perhaps the best example 
of this is the United Corporation 
which has a substantial minority in- 
terest in several of the larger operat- 
ing and holding companies in the East. 
Although the company’s income has 
been greatly curtailed as a result of 
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dividend reductions and omissions on 
securities held, it continues to earn 
and pay 40 cents per share per annum 
on its common stock, while preferred 
dividends are being covered nearly 
two times. The company’s board is 
made up of officers and directors of 
its constituent units and a community 
of interest has resulted which serves 
a highly constructive purpose. 


N° categorical reply can be made 
to the charge that utility secu- 
rity prices influence rates. It is safe 
to assert that in the vast majority of 
cases, no relationship whatsoever 
exists. But as is usually the case, the 
industry at large is called to task for 
the malfactions of a few of its mem- 
bers. In its broader aspects, the ques- 
tion is a purely academic one, yet the 
conditions which have led up to the 
charge should be of concern to every 
member of the industry. 

A clearing of the economic storm 
clouds and restoration of Wall Street 
to the good graces of the speculatively 
minded public should go far in patch- 
ing up utility-stockholder differences. 
This should not be relied upon as a 
permanent solution of the problem. 
The great body of utility stockholders 
have little real knowledge of the giant 
business which they own. Their 
present demands upon management 
are not always consistent with the best 
interests of the utility consumers. 

Consumers, on the other hand, must 
be made to realize, by some method 
yet to be determined, that legitimate 
financial operations of the utility com- 
panies are directly in the interest of 
improved service and lower rates. 
These are tasks that challenge every 
utility management. 








The High Cost of Paternalistic 
Government to the Taxpayer 


The tragic cost of experimental invasions into the field 

of private industry in general and into the field of 

transportation in particular—and a Three-Part Plan 
for the restoration of the damage done. 


By L. A. DOWNS 
PRESIDENT, ILLINOIS CENTRAL SYSTEM 


OVERNMENT in the United 

G States has departed from the 

wise and prudent course that 

was charted by the founders of the 

republic, and in so doing it has heaped 

a crushing burden of taxation upon 
the American people. 

This tax burden is one of the 
stumbling blocks in the way of busi- 
ness recovery. It weighs heavily up- 
on agriculture. It robs industry of 
its profits. It impairs productive abil- 
ity in every field of enterprise. It de- 
stroys the incentive to earn, to invest, 
to build. Directly or indirectly it lays 
a heavy hand upon every family, 
every wage earner, every business 
man, every corporation, and every in- 
vestor. 


s  * ipoioant less than two decades the 
annual expenditures of our Fed- 
eral, state, and local governments 


have increased from around $3,000,- 
000,000 to around $15,000,000,000. 

Today government is costing more 
than $400 a year for every family in 
the United States. We are confront- 
ed with the impossible situation of be- 
ing compelled to turn over one third 
of our national income to the tax col- 
lectors. 

The impression quite generally pre- 
vails that this enormous tax burden is 
principally due to the World War. 
The truth is that the increased cost 
of running the Federal government is 
due only in small part to actual war 
operations, and, of course, the in- 
creased cost of our state and local 
governments has nothing at all to do 
with the war. Taxes are oppressive 
primarily because our various govern- 
ments have been indulging in the 
greatest and most profligate spending 
orgy in all history. 
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gs aa to say, the radical elements 
of our population are not respon- 
sible for the maze of socialistic and 
paternalistic activities which have 
added so greatly to the cost of gov- 
ernment in the United States. These 
groups are no less active than they 
ever were, but they are no more in- 
’ fluential than they ever were. I am 
not alarmed by them. However, I am 
alarmed by business men who, pro- 
fessing abhorrence for radical. theo- 
ries of government, insist upon or ac- 
quiesce in having the government do 
things for their own business and do 
things to other people’s business 
which do violence to sound principles 
of government. It is they who are 
largely responsible for the growth of 
extravagance and bureaucracy in gov- 
ernment in the United States. 

Such business men have taught the 
American people the dangerous habit 
of depending upon government. Lin- 
coln once said: 

“In all that the people can individually 
do as well for themselves, government 
ought not to interfere.” 

Forgetful of his wise counsel, we 
have permitted ourselves to be led far 
from the path of common sense in 
governmental affairs. It was inevita- 
ble that there should be a day of reck- 
oning. That day has arrived. If the 
adversity which has been experienced 
in the last three and one-half years 
has taught us anything at all, it has 
taught us the truth of the axiom that 
“those who are governed least are 
governed best.” 


it would be unfair and untrue to say 
that all socialistic developments in 
government have been the result of 
deliberate planning. Most of the un- 
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sound governmental activities which 
are now weighing so heavily upon the 
taxpayers and working so much mis- 
chief in our economic life would 
never have been undertaken if the out- 
come had been clearly foreseen. 

Government operation of barge 
lines on inland waterways is an illus- 
tration. 

This operation was started by the 
United States Railroad Administra- 
tion during the war period for the 
avowed purpose of “relieving the rail- 
roads,” although, as a matter of fact, 
the war-time congestion on the rail- 
roads was in the East and not in the 
Mississippi valley, and there it was 
due not to any failing of the railroads 
but to lack of ocean shipping. Once 
the government had embarked on the 
project, however, certain business men 
clamored for its continuation as “an 
experiment to demonstrate the prac- 
ticability of waterway transporta- 
tion,” and those in charge of the “ex- 
periment,” backed by a_ powerful 
lobby, called for and obtained more 
and more appropriations to build up 
the fleet, to extend its activities to oth- 
er rivers, to provide terminals, and to 
improve the waterways for its use. 

This one adventure into socialism 
has cost the American people many 
millions of dollars, and the end is not 
yet. 


NOTHER example of how a seem- 
ingly inexpensive government 
undertaking may add to the public 
burden is afforded by the railway val- 
uation act that was passed by Con- 
gress in 1913. Sponsors of the meas- 
ure assured Congress that the valua- 
tion could be completed in about three 
years at a cost of around $3,000,000. 
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The undertaking has now been under 
way for nearly twenty years, it has 
cost the government and the railroads 
$200,000,000, and the end is not yet. 

The task before the American peo- 


ple, however, is not to fix the blame 


for what has occurred, but to work 
out the solution of the problem which 
our past misdeeds have created. It is 
inescapable that our first and greatest 
undertaking is to reduce the cost of 
government in the United States. 
That is not an easy task. It is al- 
ways more difficult to curtail than to 
expand. Every branch and bureau 
and activity of government has its 
champions and supporters. Every at- 
tempt to reduce expenditures will be 
resisted. But the path of duty is clear. 

Although administrative and legis- 
lative action to effect reduction of pub- 
lic expenditures and taxes must come 
from public officials, it would be too 
much to expect such action in the full 
extent necessary without the pressure 
of public opinion so great as to leave 
no room for doubt as to the will and 
temper of the people. Results will be 
in direct proportion to the pressure 
which is brought to bear upon those 
in public office. 


A“ outstanding example of effec- 
tive citizens’ action in this di- 
rection is furnished by the Commit- 
tee on Public Expenditures in Chi- 


cago. This committee of citizens re- 
cently conducted a thorough survey 
of the financial condition of Chicago 
and Cook county and succeeded in ob- 
taining the cooperation of public of- 
ficials to reduce local expenditures 
covered by taxes from approximately 
$182,000,000 in 1930 to $122,000,- 
000 in 1933. This reduction is being 
effected without impairing the effi- 
ciency of any essential government 
function. 

Given an aroused public sentiment, 
there must next be a definite plan of 
governmental reform in order to in- 
sure the best results. As a practical 
suggestion, I should like to submit 
such a plan. It is in three parts: 


| gan 1 relates to expenditures for 
government undertakings which 
are absolutely essential. In this group 
are the expenses of the primary func- 
tions of government, the cost of oper- 
ating the executive, legislative, and 
judicial branches, the protection of 
life and property, national defense, 
and activities of similar nature. 
These are the necessary undertakings 
which in their very nature must be 
the function of government. Such 
functions must, of course, be contin- 
ued without impairment. However, 
material economies can be effected 
even in this group of expenditures. 
As an illustration of what can be 
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for radical theories of government, insist upon or acquiesce 


q “T aM alarmed by business men who, professing abhorrence 


in having the government do things for their own business 
and do things to other people’s business which do violence 


to sound principles of government. 


It is they who are 


largely responsible for the growth of extravagance and 
bureaucracy in government in the Umted States.” 
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done in effecting economies in essen- 
tial operations, I call attention to what 
the railroads of the country actually 
have done. Since 1929 the traffic of 
the railroads has been cut just about 
in half, partly as a result of lessened 
business activity and partly as a result 
of increased competition of other 
forms of transportation. Instead of 
doubling the rates on the remaining 
traffic—which is the usual course fol- 
lowed in the raising and spending of 
tax money—the railroads set about to 
balance their budgets by economies. 
The result has been that during this 
3-year period, without impairing any 
essential service to the public, the rail- 
roads have reduced operating ex- 
penses from $4,506,000,000 in 1929 
to $3,931,000,000 in 1930, to $3,224,- 
000,000 in 1931, and to $2,402,000,- 
000 in 1932—a total reduction of 
$2,104,000,000, or 47 per cent. It 
was a difficult task, but there was no 
alternative. Anyone can imagine 
what would have happened to the rail- 
roads and to the country if those re- 
sponsible for their management had 
faltered in their course. 

This record of what the railroads 
have done to economize on essential 
operations is not submitted as a meas- 
ure of what the spenders of tax money 
ought to do along that line. It is en- 
tirely possible that they can do more. 
I think the same standards of econo- 
my should apply to managing the 
public business in a time like this as 
apply to managing a private business. 


— 2 of my suggested plan for 
tax relief relates to expenditures 
for government undertakings that are 
nonessential but do not meddle in 
business or seriously impinge upon 
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the rights of citizens as individuals or 
as earners of a livelihood. To the ex- 
tent that they add to the general tax 
burden they do, of course, work mis- 
chief. 

Bureau after bureau has sprung up 
and expanded for the purpose of ad- 
vising and instructing the American 
people upon almost every conceivable 
subject. The farmer is told how to 
grow cabbage, how to feed hogs, how 
to waterproof shoes, how to shoe 
horses, how to treat toads, how to 
raise daffodils. The housewife is told 
how to make children’s rompers, what 
to wear on sunny days, how to cur- 
tain windows, how to fit dresses and 
blouses, and how to select furniture. 
Government bureaus tell us of the 
habits of alligators and bullfrogs, of 
the weather lore in folk sayings, 
and how to preserve bookbindings. 
Someone has said, humorously but 
with enough truth to give us pause, 
that Uncle Sam has come to be a 
grandmother who wakes us up in the 
morning and spanks us and puts us to 
bed at night. 

Sweeping reductions can be made in 
all such nonessential activities without 
in any way impairing the efficiency of 
government. This calls for reéduca- 
tion of our generation as to what con- 
stitutes the proper functions of gov- 
ernment. The sound view will be at 
variance with some of our cherished 
ideas and pet hobbies, but our patriot- 
ism and sincerity must be put to that 
test. 


Pp’ 3 of the plan I suggest relates 
to expenditures for those activities 
of government which, under the guise 
of helping one portion of our popula- 
tion, serve principally to injure others 
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The Example Set by the Railroads in Effecting Economies 


“W ITHOUT impairing any essential service to the public, 
the railroads have reduced operating expenses from 
$4,506,000,000 in 1929 to $3,931,000,000 in 1930, to 
$3,224,000,000 in 1931, and to $2,402,000,000 in 1932—a 
total reduction of $2,104,000,000, or 47 per cent. 

The same standards of economy should apply to managing 
the public business in a time like this as apply to managing a 

private business.” 





and to increase the burden upon all 
taxpayers. If we are to restore gov- 
ernment to its proper functions, bal- 
ance the national budget, and relieve 
the American people of a crushing 
burden of taxation, there should be no 
hesitation in our attitude regarding 
this class of expenditures. 
Innumerable instances could be cit- 
ed of unsound extensions of govern- 
ment into commercial enterprises in 
competition with its citizens, but there 
is no more glaring example of extrav- 
agance, injustice, and discrimination 
to be found than in the field of trans- 
portation. A generation ago the rail- 
roads had a virtual monopoly of com- 
mercial transportation in this country. 
As a result of their monopolistic stat- 
us, they were subject to much restric- 
tive regulation. The theory of such 
regulation was entirely sound, even if 
its practice was not always sound. It 
was designed not to injure the rail- 


roads but to regulate them so that the 
public would be accorded fair treat- 
ment with respect to rates and serv- 
ice. Such a policy had the virtue of 
removing favoritism and of applying 
indiscriminately to all sections of the 
country. Moreover, the cost of regu- 
lation was relatively small and did not 
appreciably add to the tax burden. 

But times have changed. The rail- 
roads no longer have a monopoly of 
commercial transportation. They are 
in direct competition with carriers op- 
erating upon the public highways, 
with barge lines upon the inland wa- 
terways, with pipe lines, and with air 
lines. Yet, instead of a relaxation of 
Federal and state regulation to enable 
the railroads to meet such new com- 
petition, regulation of the railroads 
has increased while other forms of 
transportation are permitted to oper- 
ate virtually without regulation. 

This in itself gives competing 
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forms of transportation a decidedly 
unfair advantage over the railroads, 
but when to this freedom from regu- 
lation is added the further fact that 
every competitor of the railroads, ex- 
cept the pipe lines, enjoys substantial 
subsidies and exemptions at the hands 
of government, the injustice of the 
situation becomes nothing short of a 
national scandal. 


N° person of unbiased judgment 
will disagree that every com- 
mercial enterprise, whether it be en- 
gaged in producing transportation or 
electric energy or boots and shoes, 
should be made to stand on its own 
feet and to pay its own way. No per- 


son will disagree that each form of 
transportation, whether it be upon 
rails, highways, waterways, or air- 
ways, should be accorded equality of 


treatment and regulation under the 
law. Elemental justice demands equal 
treatment. 

The present discriminatory policy 
is all the more reprehensible in view 
of the essential character of the rail- 
roads. They constitute the backbone 
of the American transportation sys- 
tem. Railroads go everywhere and 
carry everything. They provide fast, 
frequent, dependable, and economical 
service the year round in the trans- 
portation of passengers, freight, ex- 
press, and mails. This service is of 
vital importance to agriculture, min- 
ing, manufacturing, lumbering, and 
every other branch of industry and 
commerce. Upon the continued oper- 
ation of the railroads depends the well- 
being of thousands of communities, 
large and small, throughout the coun- 
try. 

This great industry—by far the 


largest in any country on the globe— 
is a monument to the courage and 
faith of the American people in the 
integrity of their government and in 
its respect for the rights of those who 
invest in its institutions. Without 
that confidence, the American railway 
system would never have been built. 
Much as I dislike to say it, that con- 
fidence has been betrayed. 
Government has not kept faith with 
the investing public. Not only has it 
failed to respect investments made for 
this essential service; it has treated 
them with such utter contempt that al- 
most the last vestige of confidence 
among investors has disappeared. 


_o Federal government has spent 
hundreds of millions of dollars 
of taxpayers’ money to canalize in- 
land waterways in order to provide 
free rights of ways to competitors of 
the railroads, thus giving those com- 
petitors an unfair and unnatural ad- 
vantage over the railroads. 

The Federal, state, and local gov- 
ernments have spent not millions but 
billions of dollars to provide high- 
ways over which commercial carriers 
are allowed to operate in competition 
with the railroads under conditions 
that are similarly unfair. These mo- 
tor carriers enjoy the use of the tax- 
free public highways, built and main- 
tained at public expense, and are, 
therefore, relieved of all interest 
charges and taxes upon the roadway 
facilities which they use. Moreover, 
rentals which they pay in the form of 
license fees and gasoline taxes are 
not more than one third of the cost 
of constructing and maintaining the 
highways, the other two thirds be- 
ing borne by the taxpayers generally, 
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including, of course, the railroads. 

Government also has expended 
many millions of dollars to provide 
ground facilities for the use of air 
transportation lines and has heavily 
subsidized air-mail carriers. 

As a result of such wholesale sub- 
sidization of transportation by water, 
highway, and air, all within compara- 
tively recent years, the country’s 
transportation facilities have been de- 
veloped far beyond the nation’s needs, 
and the American people must pay 
the full cost of building, maintaining, 
and operating all the transportation 
facilities provided, regardless of how 
greatly they are overbuilt. The na- 
tion’s transportation bill now runs in- 
to billions of dollars annually. A 
considerable part of this bill is paid 
by the users of the service in the form 
of passenger, freight, express, and 
mail rates. An increasingly large part 
is being paid by the taxpayers. A siz- 
able part of every tax dollar now goes 
to subsidize commercial transportation 
companies which are now operating 
upon the waterways, highways, and 
airways. 


UR present problem of govern- 
ment in respect to transportation 
is not how to spend hundreds of mil- 


lions of dollars more in providing ad- 
ditional facilities, but how to use 
more efficiently and effectively those 
which we have, continuing to improve 
and refine the most useful of them 
where such improvements meet real 
needs. In my opinion, there is only one 
way to solve this problem. That is to 
eliminate special privileges and sub- 
sidies from every form of transporta- 
tion and to place each agency of trans- 
portation on an equal basis with re- 
spect to regulation and taxation. 


I KNOW of no greater contribution 
which government could make at 
this time toward the restoration of 
that confidence on the part of the in- 
vesting public which is so essential to 
economic recovery than the enuncia- 
tion of a constructive and comprehen- 
sive transportation policy based upon 
the sound economic theory that every 
form and agency of transportation 
shall be accorded equal opportunity 
and shall be made to stand on its own 
foundation and to bear its own costs, 
including an equitable share of the tax 
burden. Such a policy, faithfully and 
expeditiously carried out, would in- 
sure every agency of transportation 
the square deal to which it is by every 
right entitled. 





In the next number 


The Great Tennessee Bubble. 


The practical economic aspects of the contemplated 
Federal power development project. 


By Wut Irwin 


2 


The Futility of “Yardsticks” for Measuring 
Utility Costs 


The common fallacy that they are either economically 
sound or legally permissible. 


By Henry C. Spurr 
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What Others Think 





Will the Moratorium Switch the Viewpoints 
on the Utility Valuation Issue? 


TS recent banking crisis brought 


all America face to face with the 
stark truth that property values have 
been shrinking ever since the first blast 
of the depression in 1929. This fact 
has never been exactly a guarded secret ; 
indeed, feature articles in Pustic UTIL- 
1TIES FoRTNIGHTLY as much as three 
years ago predicted that, in view of the 
reverse swing of the commodity and 
labor price pendulum, the utilities might 
well consider joining forces with their 
critics in the adoption of the investment 
cost basis for rate making in the inter- 
est of long-haul stability. But somehow 
or other, Americans generally figured 
that we might be able to squeak through 
the falling market and yet sustain capi- 
talization of high property values. Now 
we know definitely that a large amount 
of such former value will simply have 
to be written off our books. This is 
true, of course, of all business as well 
as of the utilities. But it took a presi- 
dential preclamation of a bank holiday 
to make some of us admit it. 
Undoubtedly, the declining price trend 
has made many a utility ponder on the 
logic of Justice Brandeis’ special con- 
curring opinion in the Southwestern 
Bell Telephone Case. The industry as 
a whole has not come out openly for 
a flat return to an investment cost valua- 
tion basis, but recent rate valuation deci- 
cisions by the Maryland and District of 
Columbia commissions have clearly re- 
vealed specific instances where the two- 
edged sword of the reproduction cost 
theory has begun to cut backward into 
the rate base of the utilities. Undoubt- 
edly, too, as the Electrical World points 
out, a part of the original investment 
of many light and power companies has 
disappeared because of the present 


value of the dollar, as well as techno- 
logical progress. The Electrical World's 
editorial states : 


“These conditions reflect themselves upon 
the present utility business situation. A 
new private plant or municipal plant can 
be built at current values and, assuming 
the same depreciation rates, these new in- 
stallations often will have lower fixed 
charges than the competing utility. In 
addition there may be savings in operating 
and maintenance charges resulting from the 
technological advances. In many parts of 
the country this competition is occurring, 
and it would be greater were it not for 
the difficulty of raising money at present. 
These local economies do not take into 
account the over-all economies of a 
power supply, which is the basis of a utility 
enterprise. 

“What should the utilities do to meet this 
situation? There should be a write-off of 
old investments against capital surplus to 
conform to changes in dollar values and a 
write-off against earned surplus to com- 
pensate for the obsolescence caused by tech- 
nological progress, for this is clearly an 
operating charge. In addition there should 
be some readjustment in outstanding securi- 
ties. These are drastic moves and difficult 
to make, but they are more and more neces- 
sary under the continued economic pressure 
and the increased local competition.” 


HERE is no definite evidence that 

utility critics are retreating in the 
other direction. The following editorial 
from Labor indicates that it still favors 
investment cost as a utility rate base as 
long as it is “honest,” “prudent,” and 
“actual” : 


“A West Virginia editor declares that 
the public utilities of that state are retreat- 
ing,. almost frantically, from their claim 
that utilities should be valued at their esti- 
mated ‘cost of reproduction new,’ and 
permitted to earn a ‘fair return’ on that 
sum 

“What they demand now is a valuation 
on the basis of investment—a p 
which they have fought for years. 
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reason is simple. Falling prices and im- 
proving technical knowledge have made it 
possible to build many utilities cheaper 
now than the actual cost of those con- 
structed in the boom years just before the 
crash. 

“Years ago, when the Wall Street Jour- 
nal and other organs of capitalism were 
suggesting that the railroads alone should 
be ‘valued’ at 36 billions, Labor warned 
that utility magnates would live to see the 
day when they would regret that they had 
embraced such a selfish policy. 

“That day is here, but Labor still holds 
that utilities should be ‘valued’ according to 
the investment.” 


This editorial could stand a mild cor- 
rection. While it is true that the utili- 


ties have not always been friendly 
towards investment cost as a rate base, 
it must be remembered that they con- 
tended for such a rate base unsuccess- 
fully in 1898 when the Supreme Court 
heeded the eloquent pleas, on behalf of 
the rate-paying public, by the late Wil- 
liam Jennings Bryan and decided, in 
Smyth v. Ames, that “present fair 
value” must be the rate base. 
—W.R.N. 


CHANGE VALUES AND MAKE Sates. Edi- 
torial. Electrical World. March 4, 1933. 


Utiitres SwitcH ON VALUATION IssUE. 
Editorial. Labor. March 3, 1933. 





How Much Should the Federal Trade Commission 
Inquiries Cost the Taxpayer? 


AUGHT between the cross fire of the 

desire of the new Democratic ad- 
ministration to slash government ex- 
penditures on the one hand, and the 
desire of congressional critics of big 
business to pursue inquiries into ques- 
tionable practices of various industries, 
the Federal Trade Commission found 
itself very much on the spot during the 
closing days of the lame duck session 
of late and unhappy memory. 
_ The opening shots were fired by the 
commission itself—or rather by its new 
chairman, Charles H. March, when he 
assumed those duties early in January. 
Chairman March outlined in a broad 
way the future program of the commis- 
sion and stressed the necessity for its con- 
tinued activity. He advocated continued 
vigilance in the enforcement of the anti- 
trust laws, comprehensive study into the 
causes and preventive remedies of the 
business depression, and “adequate pub- 
licity” regarding corporate investiga- 
tions by the government to safeguard 
investors against “such evils as revealed 
by.the Insull collapse.” 

The new chairman announced that in 
his opinion the commission’s inquiry 
into electric and gas utilities “should be 
vigorously pushed” to its conclusion 


and he pointed out that the commission 
is empowered to inquire into public util- 
ity operations “at any time, even after 
the present investigation is closed.” 
Expressing the belief that the honest 
business man “should be guaranteed the 
opportunity to carry on his trade under 
the benefits of free competition, un- 
molested by monopoly,” Chairman 
March stated that there will be no let-up 
in the commission’s prosecution of the 
provisions of the Federal Trade Com- 


mission Act regarding unfair methods * 


of competition. 

He declared further that the commis- 
sion should scrutinize from time to time 
the manner in which decrees entered in 
antitrust cases are being carried out by 
the parties respondent. Prosecution of 
antitrust laws saved the public millions 
of dollars, he declared. 


Bremen announcements caught the 
ever watchful eye of the House of 
Representatives Appropriations Com- 
mittee, which felt evidently that the 
ambitious program of the commission 
ought to be cut down to a minimum, at 
least until the new administration and 
the new Congress sees fit to give it 
more work to do and more money with 
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which to do it. A fierce attack on the 
commission’s record developed in the 
House on February 2nd, which resulted 
in slashing the commission’s original 
request for over a million dollars to 
$801,476, which was slightly less than 
$300,000 more than the original com- 
mittee recommendations. 

Two Democratic Texans led the at- 
tack. Representative Patman stated 
that the commission was “useless,” that 
“nobody reads its reports,” and that the 
statutes of limitation will expire before 
it makes its reports about alleged in- 
dustrial crimes. Representative Jones 
stated : 


“IT understand that this Federal Trade 
Commission has practically recommended 
no legislation. They have made long in- 
vestigations resulting in printed volumes 
that practically nobody ever reads. Vol- 
umes that practically no member of Con- 
gress ever reads or asks about. I believe 
if this commission is abolished and the 
work is done by special committees of the 
House and Senate and by the Department 
of Justice the investigations will have a real 
value and we will get reports in time so as 
to be useful to members of the House in 
legislation.” 


bf gr defenders of the commis- 
sion were Representative, Cochran 
of Missouri and Representative La 
Guardia of New York. Mr. Cochran 
stated : 


“The investigation of the commission in 
reference to the utility companies, if it 
accomplished nothing more than to remove 
from the schools and the universities of 
our country the paid lecturers of the utility 
companies who were teaching the youth of 
the land the propaganda handed out by the 
power corporations, it was well worth more 
than the sum that has been spent; that 
alone, I say, has been well worth every 
dollar used. But if you have followed the 
reports already made, you will find that 
public utility commissions throughout the 
country have used the information to ad- 
vantage. It was information that the cor- 
porations had denied the states, claiming 
the states had no right to request it. Hold- 
ing companies held themselves immune 
from state commissions.” 


Mr. La Guardia regretted that Con- 
gress should “cripple” the only “fact- 
finding body” of the Federal government 
at a time when congressional legislation 


depends so much upon necessary factual 
basis. 

Another Texas Democrat, Mr. Blan- 
ton, was in favor of “abolishing the 
Federal Trade Commission.” 

Mr. Amlie from Wisconsin reminded 
the House of the corrupt practices of 
the power trust unearthed by the com- 
mission and inferred that they may still 
be continuing, whereupon Mr. Wood- 
rum of Virginia replied with humor: 


“Mr. Chairman, I wish in the beginning 
to brush away a few of the cobwebs that 
very often enter into a situation where we 
have much debate by people who, with per- 
fectly good intentions, have not accurately 
informed themselves upon the subject they 
are trying to discuss; and I do not mean 
this in any offensive way to any of my 
colleagues. 

“My good friend, the gentleman from 
Wisconsin [Mr. Amlie], beats himself upon 
the breast and pictures to the Congress a 
great, powerful, well-financed power lobby 
marching down upon Washington to try to 
destroy the Federal Trade Commission. If 
this be true, my feelings are hurt, because 
here I am, chairman of the subcommittee 
that has charge of the appropriation, and 
here are all my colleagues on the sub- 
committee, and we have not seen a single 
member of the lobby nor gotten a single 
letter from him, nor enjoyed one of his 
cigars, nor a single meal, nor a theater 
ticket.” 


Ne wergser Senate, led by the now 
silent voice of the late Senator 
Thomas Walsh of Montana refused to 


approve of the House’s action, and 


instructed its confrerés to insist upon 


$1,000,000 for the commission’s appro- 


priation. The dying House let the 
dying Senate have its own way. 

The Scripps-Howard press _ con- 
demned the action of the House com- 
mittee as reactionary and destructive. 
An editorial in the Memphis Press- 
Scimitar stated : 


“If Congress had exact data today about 
the volume and extent of call loans, the 
effect of issuing bonds and stocks accom- 
panied by stock-purchase warrants, cor- 
poration operations in the stock market, 
scrip dividend issues, reinvestment of earn- 
ings and officers’ bonuses, underwriting and 
syndicate operations, and a variety of other 
things the commission proposes to put un- 
der the microscope, Congress would be 
floundering less in .trying to legislate on 
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banks, corporate reorganization, and other 
matters. 

“If Congress had the facts the commission 
proposes to unearth about the relationship 
between antitrust laws and the petroleum, 
gas, coal, and lumber industries it might 
not spend endless time debating these sub- 
jects without accomplishing anything. 

“In another respect the proposed cut 
would entail serious loss. It would prevent 
preparation of a report on the 4-year study 
of electric and gas utilities which has al- 
ready brought about important reforms in 
these industries and is awaited as the basis 
of holding company legislation. 

“The trade commission has been one of 
the most useful and least expensive depart- 
ments of the Federal government and is 
needed more at present than ever before. 
If its highly skilled workers are allowed 
to scatter now it will be necessary to re- 
assemble them at considerable loss a little 
later. True economy dictates continuance 
of this work.” 


QUALLY strong, however, was the 
denunciation of the commission’s 
record by the Wall Street Journal. It 
stated editorially: 


“Here is a commission which for four 
years has been engaged in an expensive and 
almost totally useless investigation of the 
electric power industry. While it was so 
engaged and before its very eyes the Insull 
chain of holding companies collapsed, the 
Insull brothers were indicted, and one of 
them became virtually a fugitive from jus- 
tice, stripped of wealth and influence. The 
courts are at work salvaging the wreckage 
as they can for creditors and investors, 


though meanwhile the chief operating com- 
panies of the chain go on rendering a wide 
public service under the regulation of state 
commissions. 

“What part has the Federal Trade Com- 
mission played in checking Insull activities, 
discovering abuses in time to correct them, 
or setting retribution for wrongdoing in 
motion? Almost literally nothing, yet the 
committee’s common-sense proposal to re- 
duce the commission’s expenditures moves 
Representative Cochran to this outburst : 


“‘T cannot understand why the com- 
mittee asks us to cripple the only govern- 
ment commission which serves to protect 
the mass of the people.’ 


“If the mass of the people depend upon 
the post-mortems of the Trade Commission 
for its protection from anything, Heaven 
save them.” 


Of course, it must be remembered 
that the forthcoming special session of 
the new administration has the power 
to go into the matter all over again and, 
from informal reports, there is a fair 
chance that it may do so. 

—M. M. 


FepERAL TRADE CoMMISSION Poxicy. United 
States Daily. January 8, 1933. 


Congressional Record. February 2, 1933. 


Get THE Facts. Editorial. pore Press- 
Scimitar. January 30, 193. 


PrRoTecTION FROM WuatT? Editorial. Wall 
Street Journal. February 3, 1933. 





What Is a ‘‘Reasonable” Rate for Service? 
The Enigma of the Taxicab 


dollar bill carries a passenger only three 
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or those who like to check up on 
F gas, electric, and telephone rates of miles and a half in Newark (N. J.) 
the different American cities and to cabs and eleven miles in Baltimore. 
draw conclusions about the reasonable- And this study considers only the 
ness of these rates based on such com- metered rates. In Baltimore’s neigh- 
parisons, testimony covering taxicab boring city of Washington where, 
rates which was recently introduced be- thanks to congressional protectors of 
fore the Maryland Public Service Com- the people’s interest, there are no 
mission should provide a thought-pro- metered rates, reports are circulated of a 
voking analogy. certain Congressman who was transport- 

The chart here reproduced (on page ed from the Navy Yard in southeast 
415) tells the story more graphically Washington to the Mayflower Hotel 
than mere words. It reveals that a (a distance of four miles) and deposit- 
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VARIATIONS IN THE COSTS OF A TAXI RIDE IN CITIES 


ing exactly two thin dimes into the 
hand of the cab driver. But Washing- 
ton has flat rates. Research Engineer 
Hawley S. Simpson, of the American 
Transit Association, who was respon- 
sible for this testimony before the 


Maryland commission, confined himseif 
entirely to metered rates. 
Why then the difference? If the 
same reasoning were applied to taxicab 
fares as has been applied to gas, elec- 
tric, and phone rates, one might con- 
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clude that as Newark residents are pay- 
ing three times the fares paid in Balti- 
more, they are being overcharged 200 
per cent. Using the Baltimore rate as 
a criterion in this manner, it might be 
possible to compute an annual “over- 
charge” in taxicab fares throughout the 
United States of well over $100,000,000. 

But still, why the difference? True, 
Baltimore is twice as large as Newark, 
but the cab fares in New York, Chi- 
cago, Philadelphia, and Los Angeles, all 
much larger than either Baltimore or 
Newark, are not much lower than in 
Newark! The size of the city, ap- 
parently, makes little difference. Var- 
iations in state gasoline taxes could 
make very little difference in operating 
costs—less than a tenth of a cent a mile. 
Automobiles and tires both sell for 
about the same prices all over the 
country. Density of cabs seem to 
offer no explanation. Mr. Simpson 
told the commission that Baltimore has 
one cab for every 558 of population 
while New York has one cab per 431; 
yet, Cincinnati, with a cab fare higher 
than Baltimore and lower than New 
York, has only one cab per 2,890 of 
population. 


F course, the freak taxi rate in 

Washington is easy enough to 
understand. There drivers operate, 
without liability insurance, from ten to 
sixteen consecutive hours a day for 
earnings comparable to peon wages. It 
is the injured Washingtonians with un- 
satisfied judgments against poverty- 


stricken cab drivers, and these cab 
drivers themselves and their frequently 
undernourished families, who really 
pay for the low (flat rate) cab fares 
which certain Representatives of Con- 
gress are so anxious to preserve in the 
“interest of the Washington people,” 
that they have crippled the District utili- 
ties commission in its effort to enforce 
sane cab fare regulation. 

By an ironic turn of fate, the House 
of Representatives heard on February 
13, 1933, that three of their own mem- 
bers had at that time just claims against 
irresponsible taxicab drivers for serious 
accidents in Washington, all amounting 
to $5,000, from which they could not 
collect five cents. Representative Boy- 
lan of New York told the House that 
such unsatisfied judgments now gather- 
ing dust in the record book of the Dis- 
trict of Columbia courts alone exceed 
a half million dollars. 

But Baltimore cabs must now carry 
insurance and meters—thanks to the 
Maryland commission which is contem- 
plating even further regulation. 

So, again the question arises, why 
the difference in taxicab rates between 
Baltimore and Newark? 

Mr. Simpson did not attempt to ex- 
plain the difference. Newark cab fares 
are not held up artificially by regulation. 
It really is a situation that might well 
engage the talents of the recently or- 
ganized Institute of Public — 

—M. M. 


Testimony of Hawley S. Simpson before the 
Maryland Public Service Commission. 





The Relative Efficiency of Federally Owned, State- 
owned, and Privately Owned Railroads 


HE American citizen has become 

conscious of his tax burden. His 
usual inarticulate acceptance of the 
yearly luxury of making out tax re- 
turns is giving place to expressions 
of rage and even to threats—in some 
noteworthy instances carried out—of a 
taxpayer’s strike. As his purse grows 


flatter he takes a proportionately keener 
interest in his government. He deplores 
the republic’s vast horde of poor rela- 
tions who must be maintained at his 
expense. He may he alarmed at the 
possibilities of still greater expenditures 
consequent to the invasion of govern- 
ment in such private business enter- 
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prises as, let us say, the railroad busi- 
ness if and when the vast loans of the 
Reconstruction Finance Corporation to 
the railroads cannot be repaid. Nor 
will he find much comfort on that score 
from a recently published study of 
similar experience of the sister republic 
of Brazil. 

Brazil has a Federal and state govern- 
ment, somewhat like our own. It also 
has a railroad problem. This is ad- 
mirably stated by Dr. Julian Smith 
Duncan in his recently published book 
on this subject. Brazil’s problem orig- 
inally started because the Federal gov- 
ernment was forced to take over certain 
railway lines after the privately owned 
lines found it impossible to make good 
on government loans. 


I* Brazil today there are federally 
owned railroads operating side by 
side with state and privately owned rail- 
roads. Here, then (as in Canada), is 
a fine laboratory experiment from 
which conclusions may be drawn con- 
cerning the relative advantages and dis- 
advantages to the general public of the 
different types of operation. 

There is food for thought in Dr. 
Duncan’s remark- concerning the man- 
ner of acquisition by the government 
of certain railroads in Brazil; he states 
that “no private companies could be 
found to take over the bankrupt firms, 
and the government was forced to take 
them over.” After several years of 
this, in 1930, the percentage distribution 
of ownership and operation of the 
Brazilian railways was as follows: 


Ownership Operation 
Federal government .. 59 29 


State government .... 23 
48 


Keeping in mind that the government 
was forced to take over the less profit- 
able lines, the figures for operating 
ratios from 1923-1928 (Class I and II 
railways) are nevertheless significant : 

Federal government 


State government 
Private 


The federally owned railroads show 
annual deficits that the taxpayer must 
make good. The author concludes that 
the Federal government management 
may be criticized for selling transporta- 
tion “at a figure admittedly below out- 
of-pocket costs in handling the traffic.” 
Dr. Duncan continues : 


“The government is likewise responsible 
for the expenditure for excess personnel, 
appointed for political purposes, of funds 
needed for more and better supplies and 
equipment. In the same class, and perhaps 
less defensible from any point of view, is 
the complete diversion of funds borrowed 
for the purpose of electrification of the 
‘Central de Brazil’ to ‘other purposes.’ It 
seems impossible to avoid the conclusion 
that the political slant of the management 
of the railways of the Federal government 
has retarded their development as transpor- 
tation units.” 


State operation of railways in Brazil 
has proved better than Federal opera- 
tion. The author, however, reminds us 
that the states have operated large sys- 
tems for a comparatively brief period, 
only since 1920, and adds that “there 
are grounds for believing that the ef- 
fects of political abuses in government 
railway administration are cumulative 
with the passage of time.” To justify 
this statement he cites the case of the 
government-operated railroad Central 
de Brazil which from 1872-1881 had 
an average operating ratio of less than 
50 per cent, while from 1912-1919 it 
had jumped to 132 per cent. 

Dr. Duncan’s analysis is supported 
by considerable statistical evidence; 
taken as a whole, his work provides 
an impartial study of results of govern- 
ment ownership and operation of rail- 
ways in Brazil. It furnishes a clue to 
what the American taxpayer may rea- 
sonably expect when government par- 
ticipates directly in the transportation 
business. 

—Dona_LpD ARMSTRONG 
Fort Bragg, N.C. 


Pusiic AND PRIVATE OPERATION OF RAILWAYS 
1n Brazit. By Julian Smith Duncan. New 
York: Columbia University Press. 1932. 
244 pages. $3.75 








PUBLIC UTILITIES FORTNIGHTLY 


The Rising Tide of Antiutility 
Merchandising Bills 


FRESH wave of proposed anti- 

merchandising laws swept over 
the country during the current state 
legislative sessions when a total of 
twelve state legislatures were asked to 
consider bills for such enactments, in 
addition to Kansas and Oklahoma 
where there have already been enacted 
laws definitely forbidding public utili- 
ties from engaging in the sale of gas 
and electrical appliances or other such 
merchandise. 

It had been thought that the peak of 
this movement was reached last Janu- 
ary when the now defunct and lamented 
United States Daily reported that a bill 
to repeal the Kansas law had been in- 
troduced in the legislature of that state 
—presumably as the result of dissatis- 
faction with the law on the part of pub- 
lishers and others who have suffered 
from the unquestionable dimunition in 
the volume of the trade in these com- 
modities since the enforcement of the 
act. But while Kansas repeal lingers in 
a committee pigeonhole, more and more 
state legislators are harkening to the 
call of the retail appliance men who 
stand to benefit from such legislation. 

While noting a more hopeful sign in 
the recent adverse report of a Missouri 
committee on “House Bill No. 181” to 
prohibit utilities from selling merchan- 
dise, one is at the same time struck with 
the prompt editorial reaction of a num- 
ber of Missouri newspapers which in- 
dicates definitely and significantly the 
prevalency of the idea that utility mer- 
chandising is harmful to public interest. 
The following excerpt from an editorial 
in the St. Louis Post-Dispatch, entitled 
“A Justified Restraint,” is interesting 
because it is a typical specimen: 


“The complaint of small dealers in utility 
appliances is that the utilities frequently 
sell such equipment at a loss, charge the 
loss to operating expenses and make it 
back in the increased use of the utility’s 
product, whether it be electricity or gas. 
Unfair as such a practice is to the appliance 


merchant, it is much more reprehensible 
when considered in terms of the consumer. 
Operating losses constitute an item never 
overlooked in rate making. Monopolistic 
in form and existing by grant of the state, 
utilities are assured a fixed return on their 
investment. When they sell fixtures at a 
loss and provide services which they could 
not possibly offer were it not for their 
favored position, all at the expense of the 
people, they indulge in a practice which, 
sooner or later, must be restrained by law. 
“Laws similar to the one proposed for 
Missouri have been enacted in Kansas and 
Oklahoma. At the present time such pro- 
—_ are before the legislatures of Illinois, 
ew York, Michigan, Nebraska, Oregon, 
and New Hampshire, while, according to 
recent information, they are to be offered 
in Wisconsin, Ohio, Alabama, and other 
states. The movement has become national 
in scope. It will be to Missouri’s credit 
to be one of the leaders. Accordingly, we 
urge the house committee to reconsider.” 


NFORTUNATELY for the utilities, 
who depend upon the promotional 
sale of appliances for necessary expan- 
sion of consumption and patronage, the 
statement to the effect that ratepayers 
must underwrite appliance sales deficits 
has a bare color of truth which makes 
it insidiously effective. Under the pres- 
ent uniform classification of accounts 
for gas and electric companies in many 
states, these utilities are allowed and 
sometimes required to charge merchan- 
dising losses to operating expenses and 
merchandising profits to operating reve- 
nues, so that theoretically, ratepayers 
may be called upon to absorb small losses 
which may be incurred in the handling 
of merchandise by the utility. Where 
the loss (or profit) is large enough to 
attract attention or objection, the com- 
missions and courts have with few ex- 
ceptions required a segregation of op- 
erating and merchandising accounts, as 
shown by a legal survey of authorities 
published in Puxsitic Urticities Fort- 
NIGHTLY two years ago. But what was 
really intended as a matter of book- 
keeping convenience has grown into a 
cause of complaint and suspicion. 
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The Wisconsin legislature has han- 
dled this issue energetically by requir- 
ing by statute a strict segregation of 
merchandising and operation accounts. 
However inconvenient this may be to 
the utility accountants, it at least per- 
mits those utilities, who want to do so, 
to carry forward their merchandising 
business without suspicion that the rate- 
payers are subsidizing it. This seems 
a reasonable solution especially in the 
face of the wave of out-and-out anti- 
merchandising laws that now sweeps 
the country. Quick and intelligent co- 
éperation between utilities, commissions, 
and legislatures would undoubtedly re- 
sult in this less harmful of the two re- 
strictive measures being adopted. Util- 
ities would then have a clean-cut de- 
fense to the arguments put forth by the 
advocates of absolute merchandising 
prohibition. 


ent uncertain situation was reflect- 
ed in a recent editorial in the Electrical 
World, which pointed out the failure 
of “half-way selling.” The editorial 
stated : 


“Utilities, for example; have passed the 
stage wherein they did all the merchandis- 
ing to a stage where many sit inert for 
fear of disturbing dealer or public relations 
by aggressive or selfish selling. Half-way 
merchandising is just as bad as no mer- 
chandising or selfish merchandising. Either 
a utility should quit merchandising on this 
basis or get busy on the development of 


Si unfortunate effect of the pres- 
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coordinated community merchandising. 
There is no compromise. In this period 
the utility should take the lead in each 
community in developing aggressive mer- 
chandising whereby all sales outlets sell the 
home under a coérdinated plan. Before the 
utility ceases merchandising, if ever, it must 
help develop other sales outlets.” 


Despite the probable truth of the 
Electrical World’s editorial statement, 
one can hardly blame utilities for be- 
ing hesitant about organizing large sales 
forces, and investing heavily in modern © 
sales methods, when a hostile legislature 
may at any time outlaw their business. 
The situation calls for action. The 
enactment of segregation statutes would 
unquestionably clarify and stabilize the 
situation, although there are undoubt- 
edly many factors to be considered even 
before such enactments. 

For those utility men who may be 
considering resisting antimerchandising 
statutes in the courts on constitutional 
grounds, attention is directed to those 
decisions of the Supreme Court which 
ordered the packers out of the retail 
grocery business. Utilities may well 
ponder this experience of the packing 
industry. It begins to look like half a 
loaf or none on the merchandising is- 


sue. 
—F. X. W. 


A Justiriep Restraint. Editorial. St. Louis 
Post-Dispatch. February 27, 1933. 


Hatr-Way Serine Farms. Editorial. Elec- 
trical World. March 4, 1933. 








EXPENSE AND CAPITAL RaTIos OF WISCONSIN 
Exectric, GAs, TELEPHONE, AND WATER 
Uruurties, 1927-1931. By Barclay J. Sick- 
ler. The Journal of Land & Public Utility 
Economics. February, 1933. 


HEARINGS ON Pension LEGISLATION. Railway 
Age. January 28, 1933. 


Muscie SHOALS AND Utitity INVESTMENTS. 
By James C. De Long. The Financial 
World. February 22, 1933. 


Pusric Urimitires Face CHANGING TRENDS. 
By M. Davis Gould. The Magazine of 


Wall Street. March 4, 1933. 
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ee and World’s Work. March, 


REFUTING THE CHARGE “BUSES ARE UNREGU- 
LATED.” By Ivan Bowen. Bus Transporta- 
tion. January, 1933. 


Tue Great Laxes-SAint LAWRENCE SEAWAY 
Proyect: The Case For, by Col. Wm. 
Nelson Pelouze; The Case Against, by 
R. H. Aishton. Nation’s Business. Febru- 
ary, 1933. 


Urmitrms ImprovE OPERATIONS. 
World. January 7, 1933. 


Electrical 








PUBLIC UTILITIES FORTNIGHTLY 


Waar Courts CAN LEARN FROM COMMIS- 
sions. By Harold M. Stephens. American 
Bar Association Journal. March, 1933. 


Wuat's Wronc witH Utizity Stocks? By 
James C. De Long. The Financial World. 
February 15, 1933. 


WHOLESALE ELECTRICITY IN THE DEPRESSION. 
y L. G. Cannon. The Journal of Land & 
Public Utility Economics. February, 1933. 


Wary Pustic Utitity REGULATION oF Motor 
Trucks? By Theodore D. Pratt. Bus 
Transportation. January, 1933. 





Recent Utterances of Congress 
about the Utilities 


In the Senate 


THE GOVERNMENT OWNERSHIP 
OF RAILROADS 


Gerace Brookhart (R.), of Iowa, asked 
and obtained leave to have printed in the 
Record an address by Samuel Untermyer, 
of New York, delivered before the University 
Club of Los Angeles, Cal., on February 27, 
1933, entitled “Hobson’s Choice between Gov- 
ernment Ownership and Bankruptcy of the 
Railroads.” Mr. Untermyer’s address re- 
viewed instances of alleged mismanagement 
of the railroads and concluded with argu- 
ments for immediate government ownership 
and operation through nationalization of the 
railroad industry. He was of the opinion 
that there will never be a better opportunity 
than the present for the government to take 
over the railroads. Mr. Untermyer said he 
regarded “Mr. Hearst as by far America’s 
outstanding patriot and statesman, with the 
courage of a martyr.” (February 28, 1933.) 


¥ 


REGULATION OF WASHINGTON TAXICABS 


O* motion of Senator Copeland (D.), of 
New York, a District of Columbia ap- 
propriations bill was amended so that no part 
of the appropriations for the District of 
Columbia Public Utilities Commission shall 
be used for the preparation, issuance, publica- 
tion, or enforcement of any regulation or 
order requiring the installation of meters in 
taxicabs, until such order or regulation has 
been approved by Congress. It was ex- 
plained that because of the controversy which 
the Washington meter rate order has aroused 
in Congress the purpose of the provision was 
to maintain a status quo until the new Con- 
gress would have the opportunity to approve 
recommendations of the commission. (March 
3, 1933.) 
- 


INVESTIGATION OF UTILITIES 
Gee Barkley (D.), of Kentucky, re- 
ported back favorably from the Senate 
Committee on Interstate Commerce, the joint 
resolution (H. J. Res. 572) to provide for 
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further investigation of certain public utility 
corporations engaged in interstate commerce. 
The expenses of the investigation are to 
be paid out of the contingent fund of the 
House. The resolution which was adopted 
carried an appropriation of $50,000. (March 
3, 1933.) 
ee 


In the House 


FOR REGULATING THE RAILROADS’ 
COMPETITORS 


Reve John G. Cooper (D.), of 
Ohio, spoke in favor of strict regulation 
of agencies which compete with the railroads. 
Representative Cooper commended the work 
of the Interstate Commerce Commission and 
advocated placing the regulation of railroad 
transportation competitors under the Inter- 
state Commerce Commission. (February 28, 
1933.) 
* 


TAXICAB RATES 


5p Masonxyasre: John J. Boylan (D.), of 
New York, in connection with the con- 
troversy over taxicab fares in the city of 
Washington, obtained leave to publish in the 
Record a table which he compiled showing 
the rates of taxicab fares in other cities 
similar in population to Washington. The 
complete table which was published in the 
Record shows the proposed and existing taxi- 
cab regulation as of February 1, 1933, in 94 
American cities ranging in population from 
Zanesville, Ohio (30,450) to New York city 
(6,017,000). (February 23, 1933.) 


¥ 
OBJECTION TO THE ST. LAWRENCE TREATY 


Gauss William E. Hull (D.), of Illinois, 
addressed the House for fifteen minutes 


in opposition to the proposed St. Lawrence 
treaty. Mr. Hull’s principal objection to the 


treaty was Article VIII, which he claimed 
would impose a heavy tax burden on the 
people of the Middle West and the South for 
a project which they could not utilize with- 
out a successful Lakes-to-the-Gulf waterway. 
(March 3, 1933.) 
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The March of Events 





Utilities Codperate during Bank- 
ing Crisis 
pas dispatches from all quarters of the 
country during the recent bank holiday 
proclaimed by President Roosevelt indicated 
that public utility companies were cooperating 
in the national bank crisis by extending credit, 
accepting scrip, and otherwise relieving the 
cash shortage of their patrons, many-of whom 
were caught with practically all of their 
funds tied up in bank deposits. 

In the District of Columbia, suspension of 
the customary 10 per cent charge for failure 
to pay gas and electric bills within the 20-day 
period of grace was ordered by the District 
of Columbia Public Utilities Commission to 
cover the entire week of March 6th. William 
F. Ham, president of the Washington Rail- 
way and Electric Company, announced on 
the same day that his company had made 
plans to sell street car tokens on credit to 
business organizations with proper references. 


Electric Output in 1932 Down 
10 Per Cent 


A DECREASE in the production of electricity 
in the United States of nearly 10 per 
cent in 1932 is the highest decline in three 
years, according to a statement made public 
February 27th by the Geological Survey, De- 
partment of the Interior. The output for 
the year was 82,938,000,000 kilowatt hours. 
The production by water power was 41 per 
cent of the total and was 11 per cent greater 
than in 1931. The increase in efficiency in the 
use of fuels for generating electricity con- 
tinued. The percentage decreases in the past 
three years are as follows: 1.5 in 1930, 4.4 
in 1931, and 9.6 in 1932. The total production 
of electricity for public use in 1932 was about 
15 per cent less than in 1929. The decrease 
in gross revenue from sales of electricity for 
the same period, according to the Electrical 
World, was less than one half of this per- 
centage. 


Alabama 


a constitutional amendment as a move toward 
furthering the municipally owned power plant 


Municipalities May Mortgage 
Utilities 
CCORDING to a Montgomery dispatch on 
March Ist to the United States Daily, 
Governor Miller has signed a bill (S. 72) per- 
mitting cities and towns in Alabama to secure 
payment of debts incurred for construction, 
extension, or maintenance of waterworks, 
lighting, or power systems or plants by exe- 
cuting a mortgage or deed of trust on them 
and property used in connection therewith. 
The Montgomery Journal and Times also 
reports that on February 17th, Representative 
George A. Sossaman, of Mobile, introduced 
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plan. The Sossaman amendment, the author 
stated, will permit cities and counties to con- 
struct publicly owned power plants and dis- 
tribution systems with borrowed money, al- 
though he would not have the amount of 
such borrowings apply against constitutional 
debt limits. 

It was pointed out that the city of Mobile, 
among many other cities and counties in the 
state where the public plant question has 
been agitated, is so close to its constitution- 
al debt limit that sufficient money could not 
be borrowed legally for the actual construc- 
tion. 


California 


Regulation Urged for Private 
Motor Trucking 


SACRAMENTO dispatch of February 27th 
to the United States Daily reports that 
a bill (A. 1320) has been introduced in the 


California legislature to provide for the crea- 
tion of the California Truck Commission to 
regulate and supervise all private highway 
transportation companies. 

Such a company is defined in the bill to 
mean any corporation or person “owning, 
controlling, operating, or managing any motor 
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vehicle used in the business of transportation 
of property for compensation, over any public 
highway in this state and not operated ex- 
clusively within the limits of an incorporated 
city or town or a city and county and who 
is not a common carrier as defined by § 2168 
of the Civil Code of California and by the 
supreme court of the state of California on 
December 30, 1932, and (or) is not operating 
‘between fixed termini or over a regular route 
as said phrase is defined by the supreme court 
of Minnesota in the case of State v. Boyd 
Transfer & Storage Co. 209 N. W. 873.” 

The bill provides that any such person 
who has operated a motor vehicle in such 
manner for the period between July 1, 1932, 
and June 30, 1933, shall be granted an operat- 
ing permit to continue in the same manner. 
Others desiring to engage in similar business 
would be required to apply to the commission 
for a permit, “and shall prove to the satisfac- 
tion of said commission, as a condition pre- 
cedent to the granting of such operating 
permit, that their proposed operation would 
not injure or impair the function of existing 
transportation agencies, thus making it diffi- 
cult for said existing agencies to render an 
efficient transportation service.” 

The commission would be required to es- 
tablish minimum rates for the hauling of 
different commodities, and the bill states that 
such rates should be the same as those estab- 
lished by the railroad commission for common 
carriers by rail or highway. 
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Power Boycotts Proposed to 
Force Rate Reductions 


HE advisability of turning off their power 

to compel a reduction in power charges 
by the San Joaquin Light and Power Cor- 
poration was to be discussed by raisin 
growers at a mass meeting to be held in 
Fresno early in March. Announcement of the 
plan for mass action in an effort to obtain 
lower power rates was made by J. M. Euless, 
head of the Fresno Thompson Raisin Pool, 
the directors of which met on February 23rd 
to set a date for the mass meeting, according 
to an announcement in the Fresno Bee- 
Republican. 

A similar action against the Alameda board 
of public utilities was indicated in a dispatch 
on February 14th from that city to the 
Oakland Tribune to the effect that unless 
electric power rates charged the city are 
reduced, the use of electricity for heating 
fire stations and the Alameda health center 
building may be abandoned in favor of a 
cheaper kind of fuel. The threat was made 
by City Manager Ralph M. Bryant, who 
pointed out that the board now r the 
city the same rate for electricity for heating 
as for street lights. While the department 
of electricity is municipally owned, the charge 
for electric current used by the city depart- 
ments is levied the same as in the case of 
private consumers. 


e 
Delaware 


Lower Electric Rates Promised 
for Wilmington 


F there is a sufficient increase in business 
in 1933 to warrant it, the Delaware Power 
and Light Company will make a reduction in 


their electric power rates in Wilmington and 
vicinity, Thomas W. Wilson, president of the 
company, told members of a special commit- 
tee of the house of representatives on Febru- 
ary 16th. The committee was appointed in 
January to investigate rates charged by utility 
companies operating in Delaware. 


eS 
District of Columbia 


Rate Cut Favors Small 
Consumer 


pe azewrns issuance on February 18th of 
new electric rate schedules, the public 
utilities commission set forth in a formal 
statement its position as champion of the 
small consumer and of the “block” system 
of fixing charges, according to a news item 
in the Evening Star. The new rates which 
went into effect February 20th are expected 
to save domestic consumers $99,000. a year. 
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Savings also will be effected in other classes. 
Reduction in the charge for street lighting 
was also ordered. This will reduce the ex- 
penses of the District government by approx- 
imately $138,000 a year. 

The statement asserted that the commis- 
sion has sought consistently to make the rate 
fair for small consumers, as evidenced by the 
fact that in Washington the consumer who 
uses 50 kilowatt hours or less pays less than 
the average charge for similar use in 13 
large cities, including Jacksonville, Florida; 
Columbus, Ohio; Lincoln, Nebraska, and Los 
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Angeles, California, where the power is sup- 
plied from municipal plants, and by the 
further fact that the consumer in Washington 
who pays the minimum bill, 75 cents, can use 
19 kilowatt hours, while in these same 13 
cities with municipal plants, the average 
charge for 19 kilowatt hours is about 95 
cents. 
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The new domestic schedule which contains 
rates applicable to the average householder, 
charges 3.9 cents per kilowatt hour for the 
first 50 kilowatt hours, 3.6 cents for the next 
50, 2.9 cents for the next 50, and 2 cents for 
all in excess of 150 kilowatt hours per month. 
Electricity in the District is furnished by 
the Potomac Electric Power Company. 
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Idaho 


Municipal Ownership Voted 
Down in Boise 


HE Idaho senate has defeated two reso- 
lutions for the extension of municipal 
ownership of utilities, according to a Boise 
dispatch of March Ist to the United States 


Daily. One was a joint resolution which 
would permit a municipality to acquire public 
utility plants by condemnation or other means, 
and would have eliminated private competi- 
tion against a municipal plant. The other 
would have permitted a city council upon 
majority vote of the people to acquire a 
plant, making payment from earnings. 


e 
Illinois 


Lower Gas Rates Considered for 
Northern Section 


ec arguments before the Illinois Com- 
merce Commission in the natural gas rate 
case, in which attorneys for Chicago and 
other municipalities are seeking lower gas 
rates for the public from the People’s Gas 
Light and Coke Company and Public Service 
Company of Northern Illinois, were concluded 
on February 18th. The case was taken under 
advisement by the commission which must 
make a decision before June 17th, according 
to the Chicago Tribune. 

Assistant Corporation Counsel Joseph F. 
Grossman argued on behalf of Chicago; T. E. 
White of Ottawa for 37 other Illinois cities; 
Francis L. Daily for the People’s Company, 
and Harry J. Dunbaugh for the Public Serv- 
ice Company. 

Mr. Grossman declared that if the com- 
panies would reduce their rates 30 per cent 
consumers would use enough additional gas 
to allow the same return to the concerns 
which they are now receiving. Mr. Daily 
said that “if the People’s Company operated 
in 1932 as the city is asking us to operate 
in 1933, we could not have paid the interest 
on our funded debt.” Mr. White urged the 
conimission to make a complete and exhaus- 
tive audit of the Public Service Company’s 
—. and an appraisal of the property in- 
volved. 
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Replying for the company, Mr. Dunbaugh 
declared that while the 1932 return was 3.69 
per cent, that for 1933 would be only 3.15. 
per cent. 

The Chicago Journal of Commerce for 
March Ist announced that a delegation rep- 
resenting suburban towns and villages in 
Cook county visited the Illinois Commerce 
Commission on February 28th with petitions 
asking an immediate 20 per cent reduction in 
utility rates, including the gas rates. In the 
petition the commission was asked to reduce 
rates at once and then conduct an inquiry to 
determine whether even further reductions 
may be obtained. Acting Chairman Andrew 
Olson of the commerce commission permitted 
the filing of the petitions and said they would 
be considered by the commissioners. 

Meanwhile, what is termed a substantial 
reduction in gas rates charged by the Western 
United Gas and Electric Company, is believed 
to be a possibility in the near future, accord- 
ing to reports made at a meeting of municipal 
officials of the cities served by the Western 
United, held at Aurora on February 17th. 
The session of the Association of Municipal- 
ities of Northern Illinois was called by the 
chairman, Mayor C. M. Bjorseth, of Aurora, 
for the purpose of hearing progress made in 
the recent rate hearings before the state 
commerce commission, such reports made by 
the chief counsel for the cities, Malcolm 
Mecartney, of Hinsdale, according to the 
Elgin Courier-News. 
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Indiana 


Indianapolis Seeks Review of 
Water Rate Case 


O* the plea that the public service commis- 
sion as now constituted has “arbitrarily 
and unreasonably” denied patrons of the 
Indianapolis Water Company a rehearing on 
the schedule of “unjust and excessive” rates 
put into effect January 1, 1933, the In- 
dianapolis and south side civic clubs during 
the last week of February filed an appeal in 
the Marion county circuit court. 

“No relief to this plaintiff or other patrons 
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of the Indianapolis Water Company can be 
obtained from the said commission, or other- 
wise than by a review by this court of the 
said order and of the evidence on which the 
same is based,” the suit to set aside and 
vacate the rate increase order asserted. The 
suit also pointed out that on February 2nd 
two remaining members of the former com- 
mission who wrote the January Ist order and 
a third commissioner, Perry McCart, appoint- 
ed by Governor Paul V. McNutt, refused 
attorneys for the city and patrons a rehearing 
and denied the right of oral argument on the 
motion. 


Maine 


Commission Completes Success- 
ful Rate Negotiations 


[ome conferences were held during the 
early part of the year between the Maine 
commission and officials of Maine Public 
Service Company operating principally in 
Aroostook county with regard to rates. As 
a result of the conferences, a substantial re- 
duction of rates of the company for all classes 
of electric service in Aroostook county will 
be in effect at an early date, according to a 
statement issued by the commission on March 
lst and published as an Associated dispatch 
in all the leading daily papers of the state. 

The rates of the Maine Public Service 
Company have been under consideration by 
the commission for sometime, originating 
with the complaint of five companies purchas- 
ing energy at wholesale for distribution in 
towns served by them at retail. Complaints 
have also been received from several towns 
where retail service is furnished directly by 
the Maine Public Service Company. 

The commission made a complete valuation 
of all the properties not used in serving both 


e 
Maryland 


Council at Odds over Rate Cut 


A RESOLUTION calling on Governor Ritchie 
to demand an explanation from the 
public service commission for its acceptance 
of the “paltry” reduction in electric rates of 
the Consolidated Gas and Electric Company, 
and asking an inquiry into all utility rates, 
developed on March 2nd into a discussion of 
whether the Baltimore city councilmanic ac- 


wholesale and retail customers in Aroostook 
county, and subsequent to these hearings and 
prior to the issuance of formal decisions by 
the commission, the company requested con- 
ferences with the commission to discuss pri- 
marily the retail rate schedules in its entire 
territory. These conferences were extended 
to a consideration of wholesale rates as well 
as retail, and representatives of the complain- 
ing wholesale companies were invited to par- 
ticipate. 

The Maine Public Service Company report- 
ed for the year 1932 a considerable loss of 
business, resulting in a reduction of revenue 
below the level for the year 1931. Indications 
are that further losses in business may be 
expected during 1933. Revisions in rates were 
proposed by the company to effect a sub- 
stantial reduction in charges to both whole- 
sale and retail customers. 

The wholesale companies agreed to the pro- 
posed rates as a temporary expedient for a 
trial period. Following the filing of the new 
rates, to be made effective April 1, 1933, the 
commission will issue an order holding open 
the present complaint until, in its judgment, 
further action is warranted. 


tion would be of any avail, according to the 
Baltimore Evening Sun. About thirty per- 
sons attended the meeting, including several 
councilmen not on the committee conducting 
the hearing. Some of the spokesmen for the 
public argued that rates should be reduced 
consistently with the drop in costs of labor 
and materials. The hearing was inconclusive, 
some of the members declaring that no end 
would be gained by passing such resolutions. 
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Massachusetts 


Two Public Plants Announce 
Rate Reductions 


wo Massachusetts municipalities operat- 

ing their own electrical plants have an- 
nounced rate reductions to become effective 
within the next few months. 

Andrew F. Pope, general manager of the 
Hull Electric Light department, a municipal 
plant, announced that a reduction in the price 
of electricity would become effective April 
Ist. The new rates will be cheaper by a 
cent per kilowatt hour. The first 40 kilowatt 
hours will be 6 cents, with the next- 60 at 5 


= 


cents, and all over 100 at 22 cents. A 
minimum charge of $1 per month was in- 
a in the proposed electric rate sched- 
ule. 

The Taunton lighting plant commission in- 
formed the committee on needs of the light- 
ing plant at a meeting held February 18th 
that after an intensive study of the problem 
of providing additional capacity, it had de- 
cided in favor of the installation of a 7,500 
kilowatt turbo-generator unit at one of its 
local generating stations. It announced, also, 
that a rate reduction which would save cus- 
tomers of the lighting plant $50,000 a year 
would be effective June 1, 1933. 


Michigan 


New Fight Looms on 
Telephone Rates 


A= major battle in the long warfare 
between the state and the Michigan Bell 
Telephone Company is expected to open with- 
in the next few weeks, according to a 
Lansing dispatch to the Detroit News. The 
audit and appraisal of the Michigan Bell 
Telephone Company’s properties, instituted by 
the Michigan Public Utilities Commission 
late in 1930, is almost finished. The result 
has not been made public, but it is believed at 
the capitol that it will give the commission 


eS 
Munnesota 


Minneapolis Moves for Lower 
Gas Rate 


proccss expected to lead up to a city 
council demand for reduction of gas rates 
were begun February 20th, when the Minne- 
apolis council’s special committee on gas and 
electric rates appointed a group of three 
members and the city attorney to find out 
how the council should proceed in exercising 
the franchise provision for revision of rates 
every three years. Members of the subcom- 
mittee are Alderman W. A. Currie, council 
president; Aldermen Frank Brown and John 
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a definite basis for holding hearings to deter- 
mine whether or not telephone rates should 
be reduced. 

The Detroit News stated, however, that it 
was reported that the members of the com- 
mission did not believe that lower rates 
actually could be put into effect until the 
Michigan Bell Telephone Company and its 
parent corporation, the American Telephone 
and Telegraph Company, have exhausted 
legal remedies, and that future proceedings 
would occur in the Federal courts, including 
possibly appeals to the Supreme Court. The 
company’s affairs were previously aired be- 
fore the commission and Federal courts. 


Swanson, and Neil M. Cronin, city attorney. 

The action was taken without discussion, 
but after the meeting, members indicated they 
expect the subcommittee to recommend hiring 
of experts to obtain data on which a new 
rate set-up could be based. 

Informal discussion, reported in the Minne- 
apolis Journal also revealed the possibility 
of renewed agitation of the question of mu- 
nicipal ownership, last actively discussed 
about a year ago. Alderman Chase, 
who led the city ownership movement at that 
time, said his group had been collecting data 
on municipal plants, and forecasted that there 
would be strong sentiment in that direction. 
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Nevada 


Public Ownership and Revised 
Regulation Urged 


A Carson City dispatch to the United States 
Daily of March Ist, indicates that a 
special committee from the Nevada house 
of representatives, appointed to attend a hear- 
ing before the public service commission rela- 
tive to a reduction in the rates of the Sierra 
Pacific Power Company, has reported to the 
house that the committee believes relief to 
the public can be brought about only by 
public ownership of the utility. It was assert- 
ed that the commission possesses ample power 
to deal with the situation and should have 
ordered a reduction of at least 25 per cent in 
the present rates. 


The committee declared that “the public 
service commission, being one of the heavy 
burdens which the state is carrying, should 
justify its existence before the close of this 
legislative session or be abolished and its 
duties transferred to an elected official who 
should be allowed two extra deputies to per- 
form the duties.” 

communication of the public service 
commission to the house on February 16th 
asked for funds to conduct its inquiry into 
power rates, and submitted a proposed bill 
which would require the public utility in- 
vestigated to pay the costs of the investiga- 
tion. No action was taken on either recom- 
mendation other than to order 500 copies of 
the committee’s report printed which is twice 
the number usually printed. 


e 
New Jersey 


Direct Legislative Rate 
Reduction Urged 


A™= (A. 286) directing the board of 
public utility commissioners to institute 
proceedings for a reduction of one third of 
present rates of electric, gas, telephone, and 
water service was introduced by Assembly- 
man Brown, chairman of a committee ap- 
pointed to investigate the alleged excessive- 
ness of existing rates, according to a Trenton 
dispatch on March Ist to the United States 
Daily. 

All milk and milk products would be placed 
under the jurisdiction of the utility board 
under a measure (S. 203) by Senator Cole. 
A companion measure (S. 204) would include 
milk producing and distributing companies in 
the classification of public utilities. 


Electric Rate Cut Follows 
Agitation 


cuT in electric rates of the New Jersey 
Power and Light Company expected to 
save consumers between $155,000 and $160,000 
a year was announced on February 21st by 
Joseph F. Autenrieth, president of the public 
utilities commission. The reduction became 
effective March Ist. The cut came after 
customers and municipalities served by the 
company in and around Dover announced 
their intention to apply to the legislature for 
relief from alleged excessive costs, according 
to a Dover dispatch to the Newark Ledger. 
President Autenrieth stated that the slicing 
of rates follows several months of investiga- 
tion by the commission and negotiation with 
the company’s officials. 


e 
New York 


Commission Report Favors 
Rate Reduction 


ATE reductions on a broad scale must be 
regarded as the fundamental principle of 
regulation during the coming year, the public 
service commission announced in its annual 
report which was recently released for publi- 
cation. 
Lower rates are not only desirable as a 
stimulus to increase consumption the com- 


mission finds, but they are imperative for 
the relief of all classes who are finding it 
difficult and in many instances impossible to 
pay for the service to which they are accus- 
tomed at present rates. 

Wherever possible, the report states, the 
reductions should be made voluntarily by the 
utility companies to spare the stockholders 
and the state the expense of long rate litiga- 
tion. Voluntary cuts are, of course, subject 
to review by the commission. 

The commission recalled that its preceding 
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report disclosed that the large amount of gas 
and electricity used by domestic consumers 
whose consumption remains nearly constant 
regardless of the ups and downs in the in- 
dustrial or commercial world furnishes a 
backlog of safety during times of depression. 
It has continued to be true to a very large 
extent, but in some instances even residential 
consumers have begun to curtail their use. 
As an effective means of increasing the use 
of utility service, rate reductions are most 
important. survey of rates for utility 
service in other states, as well as in New 
York, was said to demonstrate that where 
rates are low the amount of electric, gas, 
and telephone service used is high, and, where 
rates are high, such use is low. A further 
advantage of immediate reduction was said 
to be the increased profits that would in turn 
allow further reductions to be made as a 
result of increased consumption. 


¥ 


Cheap Rates for St. Lawrence 
Power Pictured 


Dane of the St. Lawrence hydro- 
electric power would pave the way for 
a general reduction in the cost of electricity 
to the domestic consumers throughout the 
state, according to the annual report of the 
state power authority, which was submitted 
to the legislature March 8th. Declaring that 
the current generated on the St. Lawrence 
could easily be made available for use in 
New York city, the report went on to cite 
figures to show that the power could be dis- 
— there for about 3 cents per kilowatt 
our. 

The report of the trustees reviewed the 
intricate negotiations with the Federal gov- 
ernment on a treaty with Canada for con- 
struction of the seaway and the power project, 
as well as the allocation to New York state 
of $89,726,000 as its maximum contribution 
for power construction. The report stated 
that the trustees of the board feel that the 
availability of a huge block of exceptionally 
cheap hydroelectric power will furnish the 
increased current at such low cost as to assist 
the electrical industry to shift to the low 
promotional rates which will ultimately make 
possible the complete development of the 
domestic field. The report was submitted by 


Frank P. Walsh, chairman; Delos M. Cos- 
grove, vice chairman; James C. Eo G4 
secretary; and Morris L. Cooke and Fred J. 
Freestone, trustees. 

In concluding, the report urged enactment 
of the so-called municipal power bills under 
which municipalities, after approval by 
referendum, could engage in “manufacture, 
purchase, and sale of electricity.” Such 
measures, according to the trustees’ report, 
would develop “a salutary force of competi- 
tion.” 


>» 
Statewide Rate Probe Studied 


As the state public service commis- 
sion declined to undertake a general in- 
vestigation of the rates charged by the 1,100 
public utilities under its jurisdiction, as urged 
by the Syracuse city council, a second meas- 
ure providing for an investigation of utilities 
made its appearance in the legislature at 
Albany on March Ist, being introduced by 
Assemblyman Maurice FitzGerald, a Queens 
Democrat. The first measure to be intro- 
duced in this session was sponsored by 
Senator Philip N. Kleinfeld, Brooklyn Demo- 
crat. The FitzGerald bill calls for a legisla- 
tive commission to make a statewide study 
of gas and electric rates and to inspect the 
financial structure of the companies. 

In its reply to the probe urged by the 
Syracuse city council, the public service com- 
mission through a letter by its secretary, 
Francis Roberts, stated that the state has 
110 rate cases pending at the present time 
and that it has neither the time nor funds 
nor personnel to undertake an investigation 
of all utility rates “from Montauk Point to 
Chautauqua county.” 

Hope of utility rate reductions in Syracuse 
itself was further discounted by a statement 
of Chairman Milo R. Maltbie, as reported in 
the Syracuse Herald to the effect that the 
present gas rates of Syracuse save consumers 
approximately a half million a year, while 
the electrical rates are the second lowest of 
the larger cities of the state. The commission 
stated that its present negotiations with utility 
companies for rate reductions would not reach 
the Syracuse territory until some disposition 
had been made on schedules of communities 
paying higher rates. 


e 


Pennsylvania 


Communities Unite for Gas 
Rate Reductions 


A MOVEMENT to obtain gas rate reductions 
from the Manufacturers’ Light and Heat 
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Company, backed by 450,000 poreens in 35 
communities, was started on February 18th 
and will be continued until definite action is 
obtained, according to a news item in the 
Pittsburgh Press. A permanent organization 
to prosecute its program, raise money, and 
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collect data was effected at a meeting in the 
William Penn hotel at Pittsburgh on Febru- 
ary 17th, called by Mayor Robert E. Griffiths, 
of Washington, Pa 

D. Glenn Moore, former state representa- 
tive of Washington, Pa., is president; Judd 
C. Turner, of Ellwood City, vice president ; 
Charles H. Stone, of Beaver, secretary; and 
Harry Campbell, of Washington, treasurer. 
The organization will concentrate its atten- 
tion on securing the reduction of gas rates 
which Mr. Campbell charged have brought 
dividends greater than the capital invested, 


and have yielded a surplus of nearly 50 per 
cent of the company’s capital structure. 

Repeal of the Pennsylvania act of 1917 
which permits the admixture of natural and 
artificial gas in pipe lines will be sought at 
once by the organization after a decision 
reached on March Ist by its officers and ex- 
ecutives at another meeting in Pittsburgh. 

Three cities, Butler, New Castle, and 
Washington have already pledged $1,000 to 
the campaign chest of the new organization, 
which on March Ist adopted the name of 
Utilities League for Municipalities. 
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South Carolina 


State Plans Electrical 
Distribution 


UGGESTING that action be taken for making 

an application to the Reconstruction 
Finance Corporation for a loan of not more 
than $100,000 for the construction of rural 
electric lines, Governor Blackwood transmit- 
ted to the legislature the report of a special 
committee which made a survey of rural 
electrification. He also recommended enact- 
ment of a bill (H. 372) which already has 
been passed by the house, to establish a 


system of electrical distribution for rural 
purposes. 

The committee recommended construction 
of at least 100 miles of distribution lines 
along segments of highways in various sec- 
tions of the state for the purposes of practical 
demonstration. The committee contended 
that the primary object of these demonstra- 
tion lines would be to show the practicability 
of combining electrical service to the farmers 
and other rural residents living along such 
highways with electrical signal services upon 
such highways for the regulation of and 
safety to vehicular traffic. 
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Texas 


Legislature Considers Bills for 
Utility Regulation 


A* Austin dispatch of March Ist to the 
United States Daily states that a bill 

(H. 84) to prohibit gas, electric, and other 
ceotic utilities from engaging in the busi- 
ness of merchandising appliances has been 
reported favorably to the house by the com- 
mittee on municipal and private corpora- 
tions. The measure follows the terms of a 
district court decision, now on appeal, declar- 
ing such merchandising beyond the corporate 
powers of utilities. 

Another measure (H. 337) prohibiting the 
reduction of public utility rates for the pur- 
pose of eliminating competition has been re- 
ported favorably to the house, and both bills 


& 
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have reached the house calendar for action 
thereon. 

An Austin dispatch of February 28th to 
the Dallas News states that three utility 
regulation bills were given a favorable re- 
port during, the last week of February by 
the house committee on municipal and pri- 
vate corporations. A general utility regu- 
latory bill was prepared by a subcommittee 
and adopted as a substitute for the three bills 
reported. These three measures were: By 
Paul Hill, providing for a utilities commis- 
sion; by Otis T. Dunagan and Traylor Rus- 
sell, placing regulation and control of electric 
light and power, telephone, and telegraph 
companies under the railroad commission; 
and a bill by S. D. Shannon and J. C. Duvall, 
vesting control of telephone utilities in the 
railroad commission. 
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Virginia 


Commission Proceeds with 
Power Rate Investigation 


OVERNOR Pollard’s decision to finance the 

state corporation commission’s electric 
power rate investigation entirely from public 
funds was reached after the commission had 
appealed to him for sufficient money to make 
the inquiry without the aid of the companies 
involved. Under the original plan, the com- 
mission had less than $15,000 available for 
the $50,000 undertaking and, therefore, called 
upon the three power companies to be in- 
vestigated to contribute the larger portion of 
the costs. Following the request of the com- 
mission, however, the governor decided that 
funds necessary for the investigation of 
power rates in Virginia will be made available 
by the state, and the three electric power 
companies involved in the inquiry will be 
relieved of all financial obligation, according 


to a report in the Richmond Times-Dispatch. 

Revaluation of the properties of the three 
companies may not be necessary in the state 
commission’s inquiry, it was developed at a 
conference in Wheeling on February 20th 
between Allen J. Saville, conducting the in- 
quiry, and representatives of the three com- 
panies. Assurances were given by J. G. 
Holtzclaw, president of the Virginia Electric 
and Power Company, and concurred in by 
Floyd W. King of the Virginia Public Service 
Company, and J. G. Hancock and Bryant 
White, of the Appalachian Electric and 
Power Company, that facts about income, 
operating expenses, and important valuation 
data will be supplied to the state’s consultant. 
Mr. Saville stated that. this codperation 
should speed the inquiry and result in the 
filing of his report to the commission in 
considerably less time than the anticipated 
period of twelve months, according to a news 
item in the Wheeling (W. Va.) Jntelligencer. 


7 
Wisconsin 


Emergency Rate Reductions 
Are Approved 


Dz the present economic crisis the 
Wisconsin commission has approved 
many reduced rate schedules proposed by 
various utilities under its control, and from 
time to time extensions of the approval orders 
have been made. The commission usually 
provides that the reduction shall be tempo- 
rary and that the utility will later be per- 


mitted to reinstate the schedule in effect prior 
to the emergency reduction period unless the 
order is previously altered or amended by the 
commission. 

The commission has adopted the practice 
of retaining jurisdiction to make further ad- 
justments and it is usually provided that 
reports be furnished to the commission at 
regular intervals. The utilities are also re- 
quired to furnish their customers with sched- 
ules of the rates which are to be effective 
during the emergency period. 


e 
Wyoming 


Commission Conducts Gas 
Rate Conference 


I* an effort to iron out existing gas rate 
difficulties at Casper, informal conferences 
were to be held between the state public serv- 
ice commission members, Casper city officials 
and spokesmen for the New York Oil Com- 
pany, according to a statement by C. H. 
McWhinnie, chairman of the state commis- 
sion, in the Cheyenne Tribune-Leader. Gov- 
ernor Miller recently directed the commission 


e 


to conduct an exhaustive survey in Casper 
as a result of dissatisfaction expressed by 
patrons of the New York Company on exist- 
ing rates. 

The utility company had asked and was 
granted additional time in which to confer 
with its eastern office in an effort to deter- 
mine a basis upon which a settlement might 
be made. Chairman McWhinnie said also 
numerous other inquiries might be held at a 
later date by the state public service com- 
mission relative to public utilities rates in 
Wyoming. 
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The Latest Utility Rulings 





Value of Service as Measure of Rate Reasonableness 


HEN the Wisconsin commission 

handed down its noteworthy de- 
cision last summer in Re Wisconsin 
Telephone Co. 2—U-35, P.U.R.1932D, 
173, it attracted considerable attention 
because of its apparent consideration of 
the heretofore rather indefinable “value 
of service” as a contributing factor in 
fixing telephone rates. Now comes a 
decision in which the commission quite 
definitely adopts the value-of-service 
basis for fixing rates without regard to 
the value of the properties involved. 
The case arose on complaint of fifty- 
odd subscribers against alleged exces- 
sive rates (varying from $2 to $2.50 
per month) charged for rural service 
by the Commonwealth Telephone Com- 
pany from its Hartford exchange. The 
commission’s opinion stated : 

“Without accurate estimates of the cost 
of service in this instance, our findings 
must rest on other considerations. In 
2-U-35 (P.U.R.1932D, 173), Re Wisconsin 
Telephone Company, we stated that the 
value of the service was one of the elements 
to be considered in determining reasonable 
rates. The complainants stressed this point 
and from our examination of all the cir- 
cumstances we have concluded for reasons 
outlined below that the value of the service 
is more relevant and entitled to more 
weight in this instance than an allocated 
cost of service estimate. 

. . Our inquiry in this case has dis- 
closed several ‘as bearing upon the 
value of service. 2-U-35, we alluded 
to the loss of po Me Ba as one indication 
of a decline in the value of service. In 
this case the loss of subscribers has ap- 


proached ‘strike’ proportions. At the time 
the present rates were authorized, there 
were seventy subscribers; at the peak, there 
were almost ninety; now there appear to 
be less than thirty-five. It appears obvious 
that the value of the service to most of 
those who have disconnected was less than 
the rates charged. To those who have re- 
tained their telephones, the opportunity of 
communicating with neighbors is clearly 
much restricted and to that extent the 
value of their telephone service for most 
purposes has lessened.” 


After reviewing the unsatisfactory 
condition of the property and the poor 
standard of service rendered, the opin- 
ion concluded : 


“In view of the substantial proportion of 
fixed costs in this case, probably in excess 
of $600 according to information submitted 
by the company, we believe it is of para- 
mount importance that the number of sub- 
scribers be maintained at a maximum. It 
appears that the company may have more 
revenue to meet its fixed costs if it reduces 
rates, and stops subscriber loss and: perhaps 
regains some former customers, than if the 
present rates are continued and further 
losses occur. Some of the complainants 
testified that a rate of $18 a year, or $1.50 
a month, for residential service would en- 
able many to continue or restore their 
patronage. This is the rate prevailing be- 
fore the last rate increase. We see no 
good reason why this rate should not be 
tried. In view of the uncertain results of 
such a rate, we believe it should be made 
temporary, in accordance with § 196.395 of 
the statutes.” 


Russell et al. v. Commonwealth Tele- 
phone Co. (2—U-324.) 


7 


Injunction Protecting Utility Monopoly Dissolved 


oR a number of years Fairbanks, 
Morse & Company has been known 
throughout the United States as manu- 


facturers of electric plant equipment, 
specializing in smaller units. With the 
growth of rural electrification and the 
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agitation against privately owned elec- 
trical service, this company has engaged 
in a systematic business of selling mu- 
nicipalities the idea of establishing their 
own plants. Frequently the company 
was confronted with the obstacle of 
municipal debt limitation and the diffi- 
culty of persuading municipal voters to 
increase their own tax assessments to 
raise sufficient money to lay out for 
municipal plant equipment. The com- 
pany endeavored in some instances to 
get around this obstacle by offering 
conditional sales contracts by which the 
title to the plant would remain in the 
company until paid for out of profits 
of its operation. This type of contract 
has received considerable court atten- 
tion and has naturally brought the com- 
pany into conflict with privately owned 
electric utilities operating in the munic- 
ipalities with which the manufacturing 
company wants to do business. 

Such was the situation in the two 
Texas towns of Seymour and Com- 
merce both served by the Texas Electric 
Service Company. As the results of 
the manufacturing company’s attempts 
in these two towns to institute effective 
municipal competition, the private util- 
ity succeeded in obtaining from a Fed- 
eral district court (32 Fed. (2d) 696) 
an omnibus injunction as to 65 com- 
munities in Texas which the utility 
serves, which would restrain the manu- 
facturing company from inducing these 
towns or causing others to induce these 
towns to breach contracts for service 
which the private utility claimed to have. 


e 


From this omnibus injunction the com- 
pany has recently successfully appealed. 

The circuit court of appeals pointed 
out that without any proof as to the 
manufacturing company’s acts as to any 
specific community or as to the contract 
which the utility might have had with 
them, the manufacturing company has 
been generally restrained throughout 
the whole state of Texas. Because of 
this lack of evidence to support it, the 
appellate court held that the lower 
court’s decree could not stand. The 
opinion also stated a more fundamental 
reason—namely, that the injunction 
would have the effect of giving to the 
private electrical utility a monopoly 
which the private utility could not un- 
der the laws of Texas have. The court 
observed that the only thing the manu- 
facturing company was attempting to 
do was to sell and install light and 
power plants in municipalities—un- 
doubtedly legitimate business. In con- 
ducting such business, it was also held 
to be proper for the manufacturing 
company to canvass various citizens of 
the town, including customers of the 
private utility company, in an effort to 
enlist support for municipal plant proj- 
ects. The court held that any injunc- 
tion that would restrain such canvassing 
or solicitation of business would have 
the effect of giving the private utility 
an exclusive and monopolistic franchise 
in direct violation of the public policies 
and statutes of the state of Texas. 
Fairbanks, Morse & Co. v. Texas Elec- 
tric Service Co. 


Defective Petition Voids Commission Order 


HE supreme court of Illinois has 

sustained an appeal from an order 
of the commerce commission of that 
state approving of the issuance of a 
first mortgage on a telephone utility’s 
property because the petition for such 
approval was not verified as required by 
statute (Smith’s Stat. 1931, p. 2256). 
The court held that the unverified peti- 


tion accordingly was not sufficient to 
give the commission jurisdiction over 
the subject matter of such petition. 
The counsel representing the commis- 
sion argued that parties taking the ap- 
peal had by their appearance in court 
waived jurisdictional objection. The 
court distinguished, however, between 
jurisdiction of persons and jurisdiction 
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of subject matter. It was pointed out 
that by appearance in court the appel- 
lant had waived the right to object to 
the jurisdiction of the court over their 
persons, but that jurisdiction of subject 
matter cannot be conferred by waiver 


of the parties to the proceeding. The 
cause was remanded to the commerce 
commission with instructions to dismiss 
the petition for lack of jurisdiction. 
Lambdin et al. v. Illinois Commerce 
Commission. 
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Colorado Supreme Court Rules on Motor Carriers 


EVERBERATIONS are beginning to be 

felt in the supreme court as a 
result of the landmark decision of the 
United States Supreme Court, handed 
down last December in Stephenson v. 
Binford. The Montana Supreme Court 
has already modified its former position 
with respect to the validity of private 
motor-carrier regulations, and it is ex- 
pected that other state courts will 
modify or clarify their positions with 
respect to such legislation within the 
next few months. The latest state 
tribunal to give attention to the matter 
is the supreme court of Colorado which 
has just handed down a series of three 
cases involving motor-carrier regulation. 

In the first case, one Bushnell was 
charged with violating Chap. 120, Ses- 
sion Laws of 1931, by operating as a 
private motor carrier without obtaining 
a certificate of convenience and neces- 
sity required by such statute. He was 
found guilty and fined. On appeal his 
lawyer argued that the regulatory stat- 
ute unconstitutionally denied to Bush- 
nell the right of operating as a private 
carrier, compelling him in fact to oper- 
ate as a common carrier. The denial 
of this right, it was contended, was a 
denial of due process of law. 

The supreme court affirmed the lower 
court’s conviction on the authority of 
Stephenson v. Binford. The court 
pointed out,-that the Colorado statute 
did not attempt to force private carriers 
into the same classification as common 
carriers, but simply purports to regulate 
all carriers operating for hire, with the 
exception of certain exemptions in 
favor of the hauling of agricultural 
produce. It was specifically observed 


that Chap. 120 expressly provided that 
nothing therein contained should “be 
construed or applied so as to compel a 
private carrier by motor vehicle to be 
or become a common carrier.” The 
court concluded that the law was in all 
respects constitutional. 

The second case involved one Mont- 
gomery who was accused of hauling at 
a profit his own coal over the public 
highways from the place where he 
bought it to the place where he sold it 
without securing a permit as a private 
carrier, as alleged to be required by 
Chap. 120, Session Laws of 1931, with 
particular regard to sub-section (h) of 
§ 1. The court held in this case that 
a lower court judgment dismissing the 
case should be affirmed because. the sec- 
tion of the statute complained of was 
unconstitutional by reason of defective 
title. The court explained that it would 
be unreasonable for one to expect from 
reading the title of the act that it would 
contain a regulation of one who hauls 
his own property in his own vehicle for 
a profit, just as other types of transpor- 
tation are regulated. Since the title of 
the act appeared not to be broad enough 
to include this special type of transpor- 
tation, the court concluded that the sec- 
tion of the statute complained of was 
unconstitutional, and since the statute 
was severable, the remaining sections or 
portions of the statute were left un- 
disturbed. 

The third case had to do with the 
alleged unlawful operations of a motor 
carrier as a common carrier. The case 
was instituted by a duly authorized 
common carrier to prevent the alleged 
unlawful operations, without a certifi- 
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cate of convenience and necessity, of 
one McDill. McDill was in fact author- 
ized to operate as a private carrier. 
The lower court found that McDill was 
operating as a common carrier and is- 
sued a restraining order against his 
further activities. The supreme court 
held that since McDill did not indis- 
criminately solicit business or hold him- 


e 


self out to transport for hire without 
restriction, but evidence indicated that 
he was engaged in the transportation of 
freight under contract with private indi- 
viduals, the injunction should be dis- 
solved so far as it affected his operations 
as a common carrier. Bushnell v. Peo- 
ple; People v. Montgomery; McDill v. 
North Eastern Motor Freight, Inc. 


Economic Depression Cause of Grade Separation Holiday 


LTHOUGH as a strict matter of law 

the financial condition of railroads 
and municipalities does not control 
their responsibility to the state with re- 
spect to their obligations to participate 
in the removal of treacherous and 
dangerous grade crossings, there is in- 
creasing evidence that prevailing ad- 
verse economic conditions are being 
considered by the state commission in 
disposing for the present, at least, of 
such proceedings. A typical case in 
point was the recent decision of the 
Pennsylvania commission to dismiss a 
complaint brought by the Lehigh Valley 
Motor Club against certain railroads 
and municipalities for the separation of 
grades of the highway and railroad 
tracks, respectively, in Lehigh township, 


Northampton county. The proposed 
elimination project was estimated to 
cost approximately $300,000. The com- 
mission stated : 


“In view of the fact that the cost of the 
abolitions here involved would be so great 
as to place an unwarranted financial burden 
under present economic conditions upon 
both the utilities and the municipalities, and 
of the further fact that the latter are 
now obliged to carry an increasingly heavy 
burden of relief due to unemployment, the 
abolitions will not be ordered at this time. 
The complaint will be dismissed without 
prejudice to the filing of a new complaint 
when conditions would seem to justify an 
undertaking of the character here involved.” 


Lehigh Valley Motor Club v. Central 
Railroad Co. et al. (Complaint Docket 
No. 8587.) 
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Demand Meter Not Required for Fluctuating Power Demand 


HILE some commissions, including 
the New York commission, are 
commencing to frown upon optional 
rates for a utility service, the Pennsyl- 
vania commission continues to rule on 
that subject consistently with the prin- 
ciple first announced in Spear & Com- 
pany v. Duquesne Light Company 
(P.U.R.1931D, 387) to the effect that 
it is not unreasonably discriminatory to 
place the obligation on the consumer to 
select the optional rate best adapted for 
his own operations. 
The most recent phase of this con- 


troversy was reflected in the commis- 
sion’s dismissal of a complaint by a con- 
sumer of the Philadelphia Electric 
Company for recovery of alleged over- 
charges resulting from the failure of the 
company to install a demand meter for 
measuring power consumption. The 
complainant in March, 1930, requested 
the application of the utility’s “Rate D” 
for wholesale power service. This 
“Rate D” provided that, for installa- 
tions of 40 kilowatts or less, the maxi- 
mum billing demand shall be assessed 
according to the stated provisions of the 
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